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CHAPTER  I 
INTRODUCTION 


"If  we  could  first  know  where  we  are  and  whither  we  are  tending, 
we  could  better  judge  what  to  do  and  how  to  do  it." 

Abraham  Lincoln. 


These  words,  a  century  old,  explain  as  well  as  any  the  necessity  of 
forecasting.  In  this  world  where  the  future  is  not  known  with  certainty, 
virtually  every  business  and  economic  decision  rests  upon  a  forecast  of 
future  conditions.  Successful  forecasting  aims  at  reducing  the  areas  of  un- 
certainty that  surround  management  decision-  making  with  respect  to  costs, 
profits,  sales,  production,  pricing  and  capital  investment.  If  we  knew  the 
future,  decisions  could  be  made  once  for  all  and  there  would  not  be  any 
need  for  revision.  But  in  the  real  world,  uncertainty  exists  and  we  need  to 
have  some  system  to  predict  future  conditions. 

In  the  present  day  economy,  forecasting  has  become  an  important 
branch  of  economics.  Many  different  methods  and  scientific  tools  are  avail- 
able for  economic  forecasting.  Before  exploring  these  methods  we  will 
define  the  term  "Economic  Forecasting,"  and  inquire  as  to  its  importance 
to  the  present  day  economic  system. 

"Forecasts  are  statements  of  expected  future  conditions;  definitive 
statements  of  what  will  actually  happen  are  patently  impossible.  Expecta- 
tions depend  upon  the  assumptions  made  if  the  assumptions  are  plausible, 


Spencer,  Clark,  and  Hoguet,  Business  and  Economic  Forecasting, 
(Richard  D.  Irwin,  Homewood,  111.),  P.  7. 


-s  • 


the  forecast  has  a  better  chance  of  being  useful."  Much  of  the  work  on 
forecasting  analysis  in  recent  years  has  proceeded  from  careful  statements 
of  the  assumptions  to  be  employed.  When  the  underlying  assumptions  are 

spelled  out  in  some  detail,  the  plausibility  of  forecasts  can  be  more 
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readily  judged. 

Now  let  us  examine  the  question  why  forecasting  is  important. 
There  are  a  number  of  reasons  why  good  forecasting  is  an  important 
part  of  good  business  management. 

1.  There  can  be  no  intelligent  or  effective  planning  for  business 
enterprise  without  the  preliminary  step  of  forecasting.  The  planned 
objective  of  the  company  can  only  be  realized  when  a  reasonably  accurate 
forecast  of  the  business  conditions  is  made. 

2.  Successful  budgeting  of  expenses,  costs  and  profits  depends 
upon  good  forecasting  of  sales  and  income. 

3.  Successful  forecasting  reduces  the  area  of  avoidable  risk. 

Ii.  Good  forecasting  can  help  stabilize  production  and  employment 
over  the  years  by  ironing  out  variations  caused  by  seasonal  fluctuations 
in  sales. 

5.  Better  forecasting  will  be  needed  by  managements  to  deal  success- 
fully with  the  growing  rigidities  of  labor  costs  and  other  problems 
brought  about  by  organised  labor  and  public  opinion  for  greater  security 
of  employment  in  manufacturing  industries. 

6.  Management  needs  a  procedure  which  will  provide  correct  trends 
of  sales  and  employment  not  only  for  one  year  but  for  several  years. 

ilmer  C.  Bratt.  Business  Forecasting.  (McGraw  Hill  Book  Company 
Inc.,  New  York,  Toronto,  London.  1958),  P.  1. 

2Ibid. 


Forecasting  is  needed  for  the  long  term  growth  of  the  company. 

7.  Satisfactory  controls  of  inventories  of  all  kinds-  raw  materi- 
als, component  parts,  semifinished  materials,  work  in  process  and 
finished  goods  are  dependent  on  satisfactory  forecasts  of  sales  of  raw 
material,  parts  requirements,  and  parts  prices. 

3.  Successful  planning  of  long  term  investment  programs  in  new 
mills  and  new  capital  requirements  depends  on  good  long  term  forecasting 
of  sales. 

These  are  some  of  the  ways  by  which  better  forecasting  can  help 
produce  successful  planning  and  control  of  operations  and  contribute  to 
better  overall  management.  In  sum,  good  planning  depends  on  good  fore- 
casting. 

Forecasts  are  made  both  for  long  term  and  short  term.  Long  term 
forecasts  are  made  for  the  growth  of  an  economy  or  for  an  industry  for 
periods  of  more  than  three  years,  while  short  term  forecasting  is  made  in 
order  to  plan  for  shorter  periods,  varying  from  one  month  to  three  years. 
All  such  forecasts,  once  made,  are  subject  to  revision.  No  forecast  is 
likely  to  be  accurate,  and  it  will  need  to  be  revised  as  developments 
unfold  in  the  economy.  The  present  day  economy  has  become  so  dynamic  that 
changes  occur  frequently.  Such  changes  should  be  taken  into  account  in 
order  to  arrive  at  a  satisfactory  forecast. 

In  this  report  the  primary  objective  is  to  forecast  the  outlook 
for  the  United  States  steel  industry  for  the  year  1965,  that  is,  one  year 
from  now.  This  essentially  is  a  short  term  forecast  of  a  basic  industry 
of  the  U.S.  economy.  The  steel  industry  plays  a  vital  role  in  the  U.S. 


Vrank  D.  Newbury,  Business  Forecasting.  (1st  ed.  New  York,  Toronto, 
London,  McGraw  Hill  Book  Company  Inc.,  T9$2TT'?.h. 


economy.  The  per  capita  consumption  of  steel  for  the  American  people  is 
the  highest  among  the  developed  countries. 

Although  the  steel  industry  is  a  basic  industry,  it  does  not  have  a 
direct  demand.  That  is,  steel  is  used  by  other  industries  whose  products 
are  demanded  by  people  directly.  It  is  basic  because  steel  is  used  in 
such  a  wide  variety  and  large  number  of  important  products.  This  is  also 
known  as  the  "use"  factor  in  the  business  world.  "Use"  factors  are  applied 
to  measures  of  activity  in  the  consuming  industries  in  order  to  convert 
them  into  an  estimate  of  the  amounts  of  steel  needed. 

The  major  steel  consuming  industries  are  the  automotive,  construc- 
tion, container,  plant  and  equipment,  steel  distributors,  rail  trans- 
portation and  contractor's  products  (Table  12).  There  are  other  industries 
which  use  steel  but  their  consumption  is  not  large  compared  to  the  above 
industries.  In  order  to  forecast  the  outlook  for  the  steel  industry,  it 
will  be  necessary  to  forecast  the  outlook  for  steel  consuming  industries. 
The  outlook  for  steel  consuming  industries  will  be  influenced  by  general 
economic  conditions,  so  it  will  be  desirable  also  to  forecast  the  outlook 
for  general  economic  conditions  for  1965. 

Additional  consideration  must  also  be  given  to  inventory  policy 

relating  to  steel  and  to  net  exports ;  they  may  either  add  to  steel  demand 

2 

or  steel  supply. 

The  actual  forecast  must  also  consider  the  effects  of  competition 


^The  best  information  on  the  amount  of  steel  taken  by  various  levels 
of  activity  in  different  industries  is  developed  from  the  American  Iron  and 
Steel  Institute's  survey  of  shipments  of  steel  products  by  market  classi- 
fications published  yearly  in  the  Annual  Report  of  American  Iron  and  Steel 
Institute. 

2 
Elmer  C.  Bratt,  op_.  cit.,  P.  219. 


from  complementary  products  such  as  plastic,  aluminum,  paper,  and  rein- 
forced concrete. 

Labor  contracts  are  also  important.  A  strike  or  even  a  threat  of 
strike  has  a  great  influence  on  the  industry's  outlook.  In  1958  a  strike 
crippled  the  steel  industry  for  nearly  120  days. 

Objectives 

In  this  analysis,  the  main  objective  is  to  forecast  the  output  of 
the  U.S.  steel  industry  for  the  year  1965.  The  basic  tool  is  trend  anal- 
ysis. The  equation  for  fitting  the  trend  line  to  the  given  data  is 
Y  =  a  +  bX,  where  Y  is  the  dependent  variable,  X  is  the  independent  vari- 
able, while  a  and  b  are  constants. 

But  before  exploring  the  details  of  the  outlook  for  the  steel 
industry,  some  methods  and  techniques  of  forecasting  will  be  reviewed. 

Materials  and  Methods  for  Forecasting 

Many  methods  are  available  for  economic  forecasting.  Various 
authors  have  classified  these  methods  in  different  ways.  One  has  proposed 
the  following  classification. 

Mechanically  -  oriented  procedures 

Judgement  -  oriented  procedures,  and 

Historically  -  oriented  procedures. 

In  the  first,  mechanically  oriented  procedures,  the  definition 

proposed  is: 

A  mechanically  -  oriented  procedure  is  one  that  relies  primarily 
on  purely  atomatic  methods  involving,  for  example,  trend  pro- 

nPhillip  B.  Hartley,  Short  Bangs   Business  Forecasting.  (The  Uni- 
versity of  Kansas,  Lawrence,  Kansas,  November  1962),  P.  8 


jection,  rhythmic  cycles,  or  any  other  procedure  based  on  straight 
mathematical  projection. ^ 

The  definition  proposed  for  the  second  classification,  judgement- 
oriented  procedures,  is: 

A  judgement  -  oriented  procedure  is  one  that  relies  primarily  on 
a  method  involving  the  opinions  of  an  individual  or  a  number 
of  individuals. 

A  historically  -  oriented  procedure  is  one  that: 

belies  primarily  on  a  method  involving  the  use  of  past  cause  and 
effect  relationships  with  the  assumption  that  as  one  variable 
occurs  in  the  future,  another  will  react  in  the  same  (  or  nearly 
the  same)  manner  as  in  the  past.-* 

The  use  of  leading  indicators  or  money  and  credit  statistics  are 
examples  of  historically  -  oriented  procedures. 

In  this  report,  the  following  methods  will  be  used  to  forecast 
the  outlook  for  steel  for  1965. 

1.  The  extrapolation  of  trend  by  means  of  linear  regression  anal- 
ysis. 

2.  The  'Leading  Series'  approach  developed  by  the  National  Bureau 
of  Economic  Research. 

3.  It  will  also  take  account  of  the  projections  made  by  a  number 
of  economists  regarding  general  economic  conditions  for  the  next  year. 
Consideration  is  also  given  to  the  outlook  of  steel  consuming  industries 
as  predicted  by  various  business  forecasts".  The  forecast  will  also  include 
the  conditions  in  the  steel  industry,  with  emphasis  on  the  forthcoming 

■"■Ibid. 

2Ibid. 

3Ibid. 

Geoffrey  H.  Moore,  and  other  personnel  at  The  National  Bureau  of 
Economic  Research  have  developed  the  Lead,  Lag  and  coincident  Indicators. 


negotiations  between  labor  and  management  regarding  the  new  contract. 

In  order  to  use  the  trend  equation  the  following  steps  were 
followed: 

Data  from  publications  of  the  Department  of  Commerce,  from  Economic 
Indicators  and  from  the  American  Iron  and  Steel  Institute  were  used.  In 
order  to  project  the  demand  for  steel  various  series  concerning  general 
economic  conditions  were  studied  as  well  as  series  related  to  the  steel 
consuming  industries,  and  the  steel  production  series. 

In  order  to  find  the  trend,  data  from  1950  to  the  second  quarter 
of  196)4  were  measured.  The  trend  line  equation  is  fitted  to  these 
series  and  is  projected  to  1966.  The  trend  figures  are  plotted  on  graphs. 
Estimates  for  1965  can  be  obtained  from  the  trend  line. 

Before  proceeding  with  the  trend  analysis  certain  assumptions 
are  made. 

1.  During  the  period  of  study  (till  the  end  of  1965)  there  will 
not  be  major  wars.  Even  the  worsening  of  the  situation  in  Viet  Nam,  Laos 
or  the  Congo  may  have  a  great  effect  on  the  world  economy  and  especially 
on  the  United  States  economy  because  of  commitments  of  the  economy. 

2.  There  will  not  be  any  prolonged  strike.  The  assumption  is 
made  that  the  forthcoming  negotiations  in  the  steel  industry  between 
labor  and  management  regarding  the  new  contract  will  be  settled  without 
a  strike. 

3.  There  will  not  be  any  significant  changes  in  consumer  behavior. 


Economic  Indicators.  Prepared  by  Joint  Economic  Committee. 
(Washington:  U.S.  Government  Printing  Office). 


CHAPTER  II 
OUTLOOK  FOR  GENERAL  ECONOMIC  CONDITIONS  FOR  1965 

Before  discussing  the  outlook  for  1965,  conditions  in  the  U.S. 
economy  for  the  last  four  years  are  reviewed. 

In  the  period  1958-60,  the  U.S.  economy  was  suffering  from  reces- 
sion. This  was  a  major  concern  for  the  administration.  It  was  also 
facing  a  balance  of  payments  problem. 

The  recovery  phase  began  sometime  in  March  1961.  Since  March  1961 
gross  national  product  has  risen  by  over  19  per  cent  (in  real  terms). 
Business  has  enjoyed  prosperity  as  profits  rose  to  record  levels.  The 
number  of  unemployed  has  decreased  from  6.9  per  cent  of  the  labor  force 
in  early  1961  to  5.2  per  cent  in  September,  1961.  Of  course  this  does 
not  mean  that  adequate  standards  of  living  are  available  to  all.  Un- 
employment is  still  at  too  high  a  level  to  be  regarded  as  tolerable. 
The  wholesale  price  index  stands  at  virtually  the  same  level  as  it  did 
six  years  ago.  During  the  past  year,  that  is,  August,  1963' to  September, 
196b,  the  consumer  price  index  rose  from  107.1  to  IO8.I4  (Table  2  and 
Graph  2b).  The  growth  has  been  seen  in  all  sectors  of  the  economy.  This 

is  a  very  notable  characteristic.  Such  a  balanced  growth  may  be  respon- 

2 
sible  for  the  sustained  nature  of  recovery. 


•Employment,  Unemployment,  and  Wages,'  Economic  Indicator. 
November  196ij,  P.  10. 

Gerhard  C0lm  and  Carol  Carson,  Adapted  from  Economic  Outlook 
for  1965,  (Washington:  National  Planning  Association,  New  Hampshire 
Avenue,  October  1961j). 


The  National  Bureau  of  Economic  Research  (NBER  will  be  used  here- 
after) leading  indicators  do  not  point  to  any  clear  trend  downwards.  In 
the  case  of  new  building  permits  (Plate  I,  Appendix  l)  there  has  been 
a  little  dip  but  this  has  recently  (October  I96I1,  1220  to  November  I96I4, 
1258,  thousands  of  unit)  turned  upward  again.  Most  of  the  leading  indi- 
cators, such  as  average  work  week  in  manufacturing,  gross  accession  rate 
in  manufacturing,  new  orders,  durable  goods  industries,  commercial  and 
industrial  building  contracts,  corporate  profit  after  taxes,  common 
stock  prices  index,  change  in  business  inventory,  and  lay-off  rate  still 
are  showing  an  upward  trend. 

The  NBER  roughly  coincident  indicators  also  shown  an  upward  trend 
(Plate  III,  Appendix  P  III).  Generally,  the  roughly  coincident  group 
contains  series  which  show  no  pronounced  tendency  to  lead  or  lag  the 
turning  points  in  the  general  business  cycle.  These  coincident  series 
show  an  upward  trend  even  after  the  leading  indicators  start  showing  a 
downward  trend.  But  so  far  no  such  trend  is  observed.  The  NBER  lagging 
indicators,  covering  five  series,  follow  behind  the  general  turns  by  an 

average  of  ?2  months  for  the  slowest  series,  and  by  negligible  amounts 

2 
for  the  closest  follower,  personal  income. 

The  plates  show  the  leading,  roughly  coincident,  and  lagging 
indicators.  In  these  graphs  no  significant  downward  trend  is  noticed. 

Considering  all  these,  it  appears  that  the  economy  is  still 
performing  well  allthrough  I96I1.  In  fact  I96I4  has  proved  to  be  a 
record  year. 

Economic  Indicators,  Council  of  Economic  Advisers,  (Washington: 
U.S.  Government  Printing  Office,  December  1961])  • 

Maurice.  W.  Lee,  Economic  Fluctuations,  (Richard  D.  Irwin,  Inc. 
Homewood,  Illinois.  March  1955) . 
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Disposable  Income 

Disposable  income  plays  an  important  role  in  an  economy  because  of 
the  fact  that  consumer  spending  is  closely  related  to  disposable  income. 
The  increase  in  disposable  income  from  1950  to  1961i  was  107.8  per  cent 
(Table  1  Graph  la).  It  has  been  rising  at  the  rate  of  about  7.2  per  cent 
per  annum.  Since  1961,  it  has  risen  by  18  per  cent.  It  is  expected  that 
it  will  continue  at  the  same  rate  unless  something  extraordinary  happens. 
Moreover  in  1965  President  Johnson  intends  to  ask  for  another  tax  cut  in 
the  form  of  cuts  in  excise  duties.  If  this  is  done,  it  will  have  effects 
on  disposable  income.  If  the  disposable  income  continues  to  rise  at  the 
same  rate,  it  is  likely  that  it  will  reach  around  the  $^65  billion 
figure  by  the  end  of  1965. 

Personal  Consumption 

Personal  consumption  depends  upon  disposable  income.  If  people 
have  more  disposable  income,  they  are  likely  to  spend  more.  During  I96I4 
the  rise  in  disposable  income  and  saving  was  much  bigger  than  the  rise 
in  1963.  Disposable  income  in  1962  was  &38lj.6  billion  and  at  the  end  of 

1963  it  was  $1402.6  billion.  So  the  rise  was  by  about  5.6  per  cent.  Using 

1 
the  I96I4  third  quarter  figure  of  $43!?. 6  billion  to  comparison  the  rise 

over  1963  was  about  8.22  per  cent.  In  the  case  of  personal  consumption 
the  increase  was  from  3356.8  billion  to  $375.0  over  the  period  of  1962 
to  1963.  While  the  rise  from  1963  to  the  third  quarter  of  I96I1  was  from 
3375.0  billion  to  SljOli.6  billion.  The  percentage  rise  in  personal  con- 
sumption over  the  period  of  nine  months  was  7.89  per  cent.  In  the  case 

Economic  Indicators,  Disposition  of  Personal  Income,  Prepared 
for  the  Joint  Committee  by  Council  of  Economic  Advisers,  (Washington: 
U.S.  Printing  Office,  November  196b),  P.  5. 
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TABLE  1 
DISPOSABLE  INCOME,  PERSONAL  CONSUMPTION  AND  PERSONAL  SAVINGS 


Year   Disposable   Calcula-   Personal   Calcula-   Personal   Calcula- 
Income      ted       Consump-   ted       Savings    ted 

Trend     tion      Trend  Trend 


In  Billions  of  Dollars 


1950 

207.7 

1951 

227.5 

1952 

238.7 

1953 

252.5 

195b 

256.9 

1955 

27b.  b 

1956 

292.9 

1957 

308.8 

1958 

317.9 

1959 

337.1 

I960 

3>-i9.9 

1961 

36b.  7 

1962 

38!j.6 

1963 

1j02.6 

1961.!* 

1j31.3 

1965 

. 

1966 

20b.  1 
219.2 
23b. 3 
2b9.b 
26b.  5 
279.6 
29b.  7 
309.8 
32b. 9 
3b0.0 
355.1 
370.2 
385.3 
bOO.b 
bl5.5 
b30.6 
bb5.7 


195.0 
209.8 
219.8 
232.6 
238.0 
256.9 
269.9 
285.2 
293.2 
313.5 
328.2 
337.3 
356.8 
375.0 
396.1 


195.92 
208.96 
222.00 
235.0b 
2b8.08 
261.12 
27b. 16 
287.20 
300.2b 
313.28 
326.32 
339.36 
352. bO 
365. bb 
378.b8 
391.52 
bob. 56 


12.6 
17.7 
18.9 
17.5 
23.0 
23.6 
2b. 7 
23.6 
2b. 7 
23.6 
21.7 
27.3 
27.8 
27.5 
35.2 


16.10 
17.08 
18.06 
19.0b 
20.02 
21.00 
21.98 
22.96 
23.9b 
2b. 92 
26.90 
26.88 
27.86 
28.8b 
29.82 
30.80 
31.78 


^-Preliminary  figures  for  196b  second  quarter. 

Note:  Data  for  Alaska  and  Hawaii  included  beginning  I960. 

Sources:  Department  of  Commerce  and  Council  of  Economic  Advisers. 

of  personal  savings,  there  was  a  decline  between  1962  and  1963  of  0.3 
billion  dollars,  but  during  the  period  from  1963  to  the  third  quarter  of 
196b  personal  savings  increased  by  12.7  per  cent.  This  shows  that  the 
increase  in  disposable  income  increases  personal  consumption  and  also 
increases  personal  savings.  The  contrast  between  these  two  periods  is 
due,  in  part  to  the  tax  cut.  This  increase  in  disposable  income,  personal 
consumption  and  personal  savings  during  196b  can  also  seen  on  the  Graphs 
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(Graph  la,  lb  and  1c).  During  the  period  from  1950  to  I96I4  personal  con- 
sumption rose  by  103.3  per  cent  and  during  the  recovery  phase  (1961  to 
first  quarter  196/j)  it  rose  by  11.5  per  cent. 

But  from  the  large  increase  in  purchases  between  fourth  quarter 
1963  and  first  quarter  196)',  it  appears  that  households  anticipated  a 
tax  cut.  Subsequent  increases,  although  not  quite  as  large,  were  still 
substantial.  The  greatest  expenditures  have  been  in  expenditures  on  du- 
rables. Savings  in  the  second  quarter  of  I96I4  rose  to  8.2  per  cent  of  dis- 
posable income.  (Table  1  and  Graph  lc.)  Substantial  additions  were  made 
to  currency  and  bank  deposits. 

As  the  third  quarter  decline  suggests  for  the  rest  of  I96I4  and  into 
1965  the  saving  rate  can  be  expected  to  approach  a  more  normal  range; 
retailers  are  expecting  a  free  spending  Christmas.  Since  automobile 
sales  represent  over  one  third  of  the  more  volatile  consumer  durables 
expenditures,  interest  centers  around  on  the  considerably  revamped  1965 
models  to  see  whether  a  fourth  consecutive  year  of  high  sales  is  in  the 
making.  On  one  hand,  because  of  lower  production  in  the  late  1950's, 
fewer  cars  are  candidates  for  scrapping,  a  factor  known  to  have  a  direct 
relation  to  new  car  sales.  On  the  other  hand,  with  few  exceptions, 
prices  on  autos  were  held  steady  even  though  an  expensive  labor  agree- 
ment had  been  reached. 

The  strike  against  the  General  Motors  Corporation  and  the  Ford 
Company  bas  pushed  the  purchases  of  many  new  cars  into  the  calender 
year  of  1965. 

Government  policy  measures  also  influence  consumer  expenditure. 
The  second  phase  of  the  individual  income  tax  reduction  will  become 

Gerhard  Colm  and  Carol  Carson,  op_.  cit. 
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effective  January  1,  1965  with  a  further  decline  in  tax  liabilities  of 
about  three  billion  dollars.  Many  economists  feel  that  because  the  re- 
duction in  196lt  withholding  rates  was  more  than  I96I4  tax  cuts  many  tax 
payers  will  find  that  not  enough  taxes  were  withheld  and  that  they  must 

pay  additional  taxes.  The  estimate  of  this  amount  is  around  two  billion 

1 
dollars . 

A  reduction  in  excise  taxes  by  possibly  as  much  as  three  billion 
dollars  in  1965  would  not  be  surprising.  President  Johnson  has  proposed 
such  a  reduction  and  the  Democratic  party  has  an  absolute  majority  in 
both  the  houses.  The  reduction  of  excise  taxes  on  big  items  such  as  cars 
may  have  a  significant  effect  on  consumer  expenditure.  Considering  all 
these  and  the  plotted  trend,  (Table  1  and  Graph  lb)  personal  consumption 
may  be  expected  to  rise  in  1965  at  almost  the  same  rate  as  196lu  It  is 
forecasted  that  it  will  rise  to  around  $ij28  billion. 

Residential  Construction 

It  had  been  anticipated  that  housing  would  begin  to  show  some 
weakening  in  1961:.  By  September  housing  starts  had  declined  persistently 
from  October,  1963  and  leading  series  in  housing,  namely  building 
permits  issued  and  applications  for  government  loan  commitments, 
(Plate  I,  Appendix  I)  have  shown  declining  trends  since  last  winter. 

The  decline  so  far  has  been  centered  in  apartment  building,  reflecting 

2 
over-building  in  some  cities. 

1965  will  probably  show  little  change  in  the  volume  of  construc- 

3 
tion  from  I96I4.  According  to  the  Business  Weelr  report,  construction 


Gerhard  Colm  and  Carol  Carson,  op_.  cit. 

2 

Gerhard.  Colm  and  Carol  Carson,  op_.  cit. 

"Business  Outlook,"  Business  Week,  December,  196li,  P.  20. 
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industry  analysts  expect  about  1,525,000  starts  in  apartment  and  house 
building,  the  same  as  this  year.  The  cause  of  cheer  is  the  change  in  trend. 

Especially  welcome  is  the  predicted  steadiness  in  apartment  con- 
struction. The  forecast  is  supported  on  both  by  surveys  of  actual  and 
potential  demand.  A  Census  Bureau  survey  in  November,  196lj  showed  consumer 
intentions  to  buy  houses  at  a  five  year  high.  The  Census  Bureau  survey 
shows  that  5.7  per  cent  of  all  households  are  planning  to  buy  new  homes 
in  the  next  year.  The  increase  is  mainly  in  potential  buyers  for  old 
houses,  but  builders  point  out  that  a  strong  used  house  market  makes  it 
easier  for  families  to  trade  up  to  new  houses. 

Another  factor  which  is  important  in  residential  construction  is 
family  formation.  The  number  of  Americans  reaching  18  has  been  running 
about  2.75  million  a  year;  next  year  it  will  jump  up  by  almost  a 
million. 

Industrial  Production 

The  industrial  Production  Index  is  also  an  important  indicator 
of  general  economic  conditions.  The  industrial  production  index  in  1950 
was  75  (base  1957  -  9)   -  100).  It  rose  to  128.5  in  l$6k   (first  quarter). 
This  is  a  significant  rise  in  industrial  production.  During  this  period 
of  fifteen  years  it  has  taken  two  dips.  One  was  in  195k  and  other  was  in 
1958.  Both  of  these  years  were  recession  years.  But  since  1958  it  has 
been  rising.  After  1961  the  rise  was  rapid  (Table  2  and  Graph  2a).  In 
the  year  196k  it  is  expected  to  be  around  135-6.  The  trend  in  the  graph 

"Mousing  Turns  a  Corner,"  Business  Week,  No.  I81j2,  December  19, 
196b.  p.  19. 

2Ibid. 
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TABLE  2 
INDUSTRIAL  PRODUCTION  AND  CONSUMER  PRICES 


Year 

Total  Indus- 

Calculated 

Consumer 

Calculated 

trial 

Trend 

Prices 

Trend 

Production 

1957-59= 

1957-59=100 

100 

1950 

75.0 

76.I1O 

83.8 

87.3 

1951 

81.0 

79. 7U 

90.5 

88.82 

1952 

81u0 

83.08 

92.5 

90. 3U 

1953 

91.0 

66J.i2 

93.2 

91.86 

195'j 

85.8 

89.76 

93.6 

93.38 

1955 

96.6 

•     93.10 

93.3 

9k.  90 

1956 

99.9 

99.hU 

9li.7 

96J42 

1957 

100.7 

99.78 

98.0 

97.91; 

1958 

93.7 

103.12 

100.7 

99.ij6 

1959 

105.6 

106. hS 

101.5 

100.98 

I960 

108.7 

109.80 

103.1 

102.50 

1961 

109.8 

113. lb 

lOiu  2 

10k. 02 

1962 

113.3 

116. ij8 

105.  h 

105.5k 

1963 

12).. 3 

119.82 

106.7 

107.06 

1961i* 

128.2 

123.16 

107.8 

108.58 

1965 

126.50 

110.10 

1966 

129. 82* 

111.62 

■^Preliminary  figures. 

Source:  Board  of  Governers  of  The  Federal  Reserve  System.  Department 
of  labor. 


also  indicate  a  steady  increase.  Most  industrialists  feel  that  the  first 
half  of  1965  will  see  a  further  rise  in  industrial  production.  It  is 
likely  that  the  rate  might  slacken  in  the  second  half  of  1965.  The  trend 
line  in  the  graph  (Graph  2a)  also  shows  an  increase  in  industrial  pro- 
duction. 


L"Business  Round  Up,"  Fortune ,  Vol.  71.1,  January  1965.  P.  27. 
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Consumer  Prices 

It  may  be  surprising  in  view  of  the  rapid  and  steady  rise  or  out- 
put that  prices  (consumer)  have  been  quite  steady.  There  has  been  very 
little  inflation  in  the  economy  during  the  last  three  years.  The  graph 
(Table  2  and  Graph  2b)  shows  that  consumer  prices  have  not  risen  much 
since  the  year  1962,  although  they  rose  some  what  more  rapidly  from 
1956  to  I960.  Consumer  prices  are  important  for  the  buying  behavior  of 
consumers,  especially  in  the  case  of  durable  goods. 

Recently  the  auto  workers  obtained  a  raise  of  more  than  the  3.2 
per  cent  implied  in  Council  of  Economic  Adviser's  "guide  posts."  And 
now  the  steel  industry  is  engaged  in  discussions  about  wages.  It  is 
likely  that  the  steel  workers  will  also  obtain  a  wage  increase.  Recently 
steel  prices  have  been  increased.  These  wage  increases  may  cause  addi- 
tional increases  in  steel  prices.  A  possible  wage  price  spiral  has 
to  be  watched. 

Considering  these  developments,  it  appears  that  consumer  prices 
might  rise  a  little  faster  than  during  the  past  several  years.  The 
consumer  price  index  stood  at  108. la  in  September  of  196ij  (base  1957-59 
■  100).  The  rise  in  consumer  prices  from  January  was  0.7  points.  It 
is  likely  that  consumer  prices  at  the  end  of  1965  will  be  around 
110.0. 

Corporate  Profits  and  Cross  Private 
Domestic  Investment 

Study  of  corporate  profits  before  taxes  for  the  last  fifteen 

years  shows  that  during  recession  period  corporate  profits  have  declined 

sharply.  This  was  the  case  in  195b  and  1958  as  shown  in  table  3  and 

graph  3a.  During  the  recovery  phase  starting  early  in  1961,  corporate  . 
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TABLE  3 
CORPORATE  PROFITS  AND  GROSS  PRIVATE  DOMESTIC  INVESTMENT 


year 

Corporate  Profits 

Calculated 

Total  Gross 

Calculated 

before  taxes 

trend  line 

Private 

trend  from 

from  the 

Domestic 

the  line 

equation 

Investment 

equation 

In  Billions  of 

Dollars 

1950 

I4O.6 

38.09 

50.0 

147.03 

1951 

h2.2 

38.83 

56.3 

149.58 

1952 

36.7 

39.57 

L9.9 

52.09 

1953 

38.3 

1*0.31 

50.3 

514.62 

195h 

3h.  1 

ki.05 

l|8.9 

57.15 

1955 

Wi.9 

)j1.79 

63.8 

59.68 

1956 

Wi.7 

1j2.53 

67.Ii 

62.21 

1957 

U3.2 

1j3.27 

66.1 

614.714 

1958 

37.  h 

Ml  .01 

56.6 

67.23 

1959 

ii7.7 

W4.75 

72.7 

69.89 

I960 

Ui.3 

li5.l»9 

71.8 

72.3/4 

1961 

I43.8 

I46.23 

68.8 

714.87 

1962 

I46.8 

I46.97 

79.1 

77.140 

1963 

51.5 

147.71 

82.0 

79.93 

196I4* 

N.A. 

87.2 

82.146 

1965 

W.W 

814.99 

1966 

149.19 

87.52 

-^Preliminary  estimate. 

Note:  Data  for  beginning  1962  have  been  adjusted  for  effects  of  new 
depreciation  guidelines  ($2j  billion  for  1962).  Therefore  not 
comparable  with  previous  years. 

Source:  Economic  Indicators,  Council  of  Economic  Advisers,  Washington: 
Government  "Printing  Office.  November  I96I4. 


profits  before  taxes  by  1963  had  increased  by  almost  seventeen  per  cent. 
The  trend  shows  that  this  rise  may  be  expected  to  continue.  In  the 
current  year  (I96I4)  this  rise  was  helped  by  the  tax  cut.  The  effect  of 
this  tax  cut  will  also  help  in  keeping  up  the  present  rate;  at  least 
the  increase  will  probably  continue  through  the  first  half  of  1965. 
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It  is  likely  that  the  second  half  of  1965  might  show  a  decline  in  the 
profit  rate.  This  is  probably  due  to  the  fact  that  most  of  the  steel 
consuming  industries  will  be  slowing  down  their  inventory  accumulation 
activities.  This  will  be  due  to  the  fact  that  the  labor  situation  in 
the  steel  industry  will  be  clarified  by  that  time. 

Corporate  profit  after  taxes1  is  one  of  the  leading  indicators  in 
the  NBER  series.  This  series  does  not  point  a  downward  trend  in  the  next 
few  months  (Plate  I  and  Appendix  II). 

Gross  Private  Domestic  Investment 

Gross  private  domestic  investment  is  following  almost  the  same 
pattern  as  that  of  corporate  profit.  It  is  also  increasing.  The  rate 
of  increase  from  1961  to  1963  was  about  23.2  per  cent.  The  trend  from 
1950  to  196Ii  suggests  that  gross  private  domestic  investment  will  con- 
tinue to  rise  in  1965.  The  gross  private  domestic  investment  is  dis- 
cussed in  earlier  section  on  residential  construction.  It  will  be  dis- 
cussed under  inventory  development  and  under  expenditure  on  new  plant 
and  equipment  in  following  pages. 

Manufacturer's  Sales  and  Trade  Sales 
(Wholesale  and  Retail) 

Manufacturer's  sales  have  followed  a  similar  pattern  to  that  of 

the  steel  .and  automobile  industries  (Table  k   and  Graph  ija) .  24anufactur- 

er's  inventory  also  has  a  similar  pattern.  Considering  the  present 

performance  and  the  trend  from  the  graph,  it  appears  that  1965  will  be 

a  good  year  for  sales,  while  it  is  likely  that  the  level  of  inventory 


Department  of  Commerce,  Bureau  of  Census,  Corporate  Profit  after 
Taxes ,  QBE,  Washington:  Government  Printing  Press. 
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in  1965  will  increase  as  compared  to  the  inventory  figure  in  196k .  This 
increase  in  inventory  level  in  1965  will  be  due  in  part  to  the  fear  of 
a  strike  in  the  steel  industry.  Most  of  the  steel  consuming  industries 
will  be  trying  to  stock  steel  sheets  and  other  steel  products  as  a 
possible  hedge  against  a  strike  in  the  steel  industry. 

New  orders  have  been  rising  and  are  keeping  the  same  pace  as  in 
the  previous  years  (1962-63).  The  trend  in  graph  Uc  shows  that  the  new 
orders  may  be  expected  to  increase. 

T rade  Sales  and  Inventory 
"(Retail  and  Wholesale"} 

Retail  sales  have  been  increasing  since  1950  up  until  now  except 
for  the  years  195b-1955  and  1959-1961.  Since  the  year  1962  they  have  been 
rising.  In  I96I4  the  sales  figures  are  quite  impressive. 

^Hiring  the  months  of  October  and  November,  due  to  the  strike  in 
the  auto  industry,  car  sales  were  lagging.  These  two  months  last  year 
were  record  smashers  for  the  auto  industry.  Sales  would  have  done  well 
to  pull  very  far  ahead  in  any  event.  But  with  the  shortage  of  cars, 
estimated  retail  sales  ran  $  580  million  behind  in  October  and  $350 
million  in  November.  Take  the  sales  of  autos  and  automotive  equipment 
out  of  retail  totals  and  other  types  of  durables  did  very  well.  Fur- 
niture and  appliances  which  have  been  doing  well  right  along,  posted 
another  healthy  year-to-year  gain  in  November;  October  and  November 
together  ran  Sl50  million  ahead  of  last  year  (1963),  a  7  per  cent  gein. 

Wholesale  Sales 

Wholesale  sales  are  also  on  the  rise  since  1961  and  have  been 


■^•Business  Outlook,"  op_.  cit.,  No.  I81j2,  P.  12. 
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Year 

Sales1 

Calculated 

Inventory 

Calculated 

New 

Calculated 

from  trend 

from  trend 

order 

from  trend 

line 

line 

line 

equation 

equation 

equation 

In  : 

Billions  of  Dollars 

1950 

19.28 

20.37 

3)4.31 

38.93 

20.98 

21.17 

1951 

22.31 

21.a5       • 

a2.82 

ao.a9 

2a.  51 

22.16 

1952 

22.85 

22.53 

a3.eo 

a2.05 

23.58 

23.15 

1953 

21.52 

23.61 

a5.a3 

1*3.61 

23.11 

2a.  ia 

195b 

23.53 

2b.  69 

a2.98 

a5.i7 

22.J48 

25.13 

1955 

26.3i4 

25.77 

a6.3o 

148.13 

27.17 

26.12 

1956 

27.7^ 

26.88 

50.6a 

a8.29 

28.38 

27.11 

1957 

28.71 

27.93 

51.87 

a9.85 

27.51 

28.10 

1953 

27.28 

29.01 

50.07 

5i.ai 

26.90 

29.09 

1959 

30.22 

30.19 

52.70 

52.97 

30.68 

30.08 

i960 

30.80 

31.17 

53.81 

5a. 53 

30.12 

31.07 

1961 

30.88 

32.25 

55.09 

56.09 

31.06 

32.06 

1962 

33.31 

33.33 

57.75 

57.65 

33.17 

33.05 

1963 

31).  77 

3li.lil 

60.15 

59.21 

35.oa 

3a. oa 

196b3 

36.3^ 

35.b9 

60.07 

60.77 

36.  ea 

35.03 

1965 

36.57 

62.33 

36.02 

1966 

37.65 

63.89 

37.01 

Source:  Department  of  Commerce. 

going  strong.  The  trend  line  also  points  to  a  continuation  of  rising 
wholesale  sales  (Table  6  and  Gr*ph  6a).  In  196a  wholesale  sales  showed 
a  sharper  rise. 

Wholesale  Inventory 

Wholesale  inventory  is  a  important  indicator  of  general  economic 


Monthly  average  for  the  year. 

2 

Book  value,  end  of  period. 

Preliminary  for  the  second  quarter  of  196a. 
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TABLE  5 
RETAIL  TRADE  SALES  AND  INVENTORIES 
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Year 


1950 

1951 

1952 

1953 

195b 

1955 

1956 

1957 

1958 

1959, 

1960:> 

1961 

1962 

1963, 

196b*4 

1965 

1966 


Retail  Sales 


Calculated 
Trend 


Retail  Inventory- 


In  Billions  of  Dollars 


12.27, 
13.05J 
13.53 

114.09 

Hi.  10 
15.32 
15.81 
16.67 
16.70 
17.95 
18.29 
18.23 
19.61 
20.53 
21.  all 


12.26 

12.88 
13.50 
.llj.12 
llj.7li 
15.36 
15.98 
16.60 
17.22 

17.8a 

18. h6 
19.08 
19.70 
20.32 
20.9Ij 
21.56 
22.18 


19.a6 
21.06 
21.03 

21.  a9 
20.93 
22.77 

23.!j3 
21j.57 
2a.  29 
25.5a 
26.81 
26.2a 
27.9a 
28.69 
28.99 


Calculated 
Trend 


20.07 

20.66 

21.25 

21.8a 

22.1i3 

23.02 

23.52 

2a.  11 

2a. 70 

25.29 

25.88 

26. a7 

27.06 

27.65 

28.2a 

28.83 

29. a2 


Source:  Department  of  Commerce  and  Board  of  Governers  of  Federal  Reserve 
System. 

conditions.  If  there  is  a  big  inventory  of  wholesale  goods,  it  may 

become  an  alarming  situation  for  the  economy.  Considering  graph  6a, 

it  appears  that  wholesale  inventories  were  almost  stationary  during  the 


Monthly  average  for  year. 

p 
Book  value  end  of  period. 

In  1951,  a  basic  change  in  the  method  of  estimating  retail 
sales  directly  from  sample  data  (rather  than  linked  to  a  Census  of 
Retail  Trade).  This  new  series  begins  with  19li6. 

Preliminary  estimate,  figures  up  to  June  196a. 


Hawa  ii . 


'Beginning  January  I960  retail  sales  include  data  for  Alaska  and 
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TABLE  6 
T.vKOLESALE  TRADE  SALES  AMD  INVENTORY 


Year 

Sales1 

Calculated  Trend 

Inventory2 

Calculated  Trend 

In  Billions  of 

Collars 

1950 

B.U2 

8.93 

9.12 

9.32 

19^1 

9.37 

9.11 

9.71 

9.68 

1952 

9.56 

9.29 

10.01 

lO.Oli 

1953 

9.31 

9.hl 

10Jj7 

lO.liO 

195b 

9.73 

9.65 

10.39 

10.76 

1955 

10.62 

9.83 

ll.llli 

11.12 

1956 

9.69 

10.01 

11.97 

11.148 

1957 

9.61 

10.19 

11.73 

11. fill 

1958 

9.-U3 

10.39 

11.71 

12.20 

1959 

10.  ii8 

10.55 

12.31 

12.56 

I960 
1961-* 

10.  w 

10.73 

12.89 

12.92 

10.62j 

10.91 

13.13 

13.23 

1962 

11.19 

11.07 

13.58 

13.614 

1963. 
196^ 

11.67 

11.27 

lh.22 

114.00 

12.114 

11.15 

lli.29 

111.  36 

1965 

11.63 

114.72 

1966 

11.81 

15.08 

Source:  Department  of  Commerce  and  Board  of  Governers  of  the  Federal 
Reserve  System. 


period  of  1963  to  1961j.  It  is  likely  that  there  might  be  some  increase 
in  the  wholesale  inventories  in  1965.  The  trend  line  also  predicts  a 
rise  in  the  wholesale  inventories.  This  will  depend  in  part  upon  the 
overall  outlook  for  the  year  1965. 


Monthly  average  for  year. 

2 

Book  value  end  of  period,  seasonally  adjusted. 

beginning  with  1961  wholesale  data  include  Hawaii  and  Alaska. 
Preliminary  figures. 
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Inventory  Development 

Inventory  accumulation  was  remarkably  low  during  the  first  three 
quarters  of  196!j;  during  the  third  quarter  it  was  the  lowest  since  the 
recovery  got  under  way  (according  to  preliminary  figures  from  Economic 
Indicators).  It  is  expected  that  a  speed-up  will  take  place  during  the 
coming  months.  The  latest  survey  of  manufacturer's  plans  suggests  that 
the  build-up  will  be  some  what  more  than  the  increase  in  sales.  Lengthened 
delivery  time  has  been  experienced  in  some  industries  and  inventory 
increases  as  a  hedge  are  expected  in  response.  Spiraling  nonferrous 
metals  prices  may  likewise  touch  off  hedging.  Steel  consumers  have 
announced  that  they  intend  to  stock  pile  sixty  day's  supply  of  steel 
before  Kay  1,  the  earliest  date  for  a  steel  strike.  The  course  of  events 
will  depend  on  whether  an  early  settlement  can  be  reached  or  whether 
a  strike  takes  place.  In  either  case  a  rundown  of  inventories  will 

follow  later  in  the  year.  For  the  year  as  a  whole  we  expect  some  increase 

2 
in  inventory  over  the  current  year. 

Net  Exports 

During  the  first  quarter  of  I96I4,  the  average  rate  of  net  ex- 
ports of  goods  and  services  was  $7.7  billion  as  compared  to  the  annual 

3 
rate  of  35.69  billion  on  1963.  In  the  third  quarter  imports  increased 

considerablVmore  than  did  exports.  Exports  should  increase,  but  pros- 
pects are  less  glowing  in  1965  with  some  Western  European  Countries. 
Great  Britain  has  already  imposed  an  excise  duty  of  fifteen  per  cent 


Gerhard,  Colm  and  Carol  Carson,  op_.  cit. ,  P.  11 

2 

Gerhard  Co^m  and  Carol  Carson,  op.  cit. ,  P.  11 

•^Economic  Indicators  ,  Council  of  Economic  Advisers,  ('-Jashington: 

U.  S.  Government  Printing  Office,  November  I96I4),  P.  2lj. 
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on  all  their  imports!  This  will  limit  the  chances  for  improvement. 

Government  Sector 
Federal 

In  recent  years  the  U.S.  -budget  has  been  increasing  steadily. 
Besides  this  increase  it  has  been  having  a  deficit  since  year  19 Si 
(Table  7).  In  the  year  I96I4,  the  estimated  deficit  was  ten  billion 

dollar.  The  deficit  for  fiscal  (1965)  was  estimated  by  the  Budget  Bureau 

2 
at  $6.3  billion  (Table  7).  But  according  to  Time  magazine,  it  would  be 

$8.2  billion. 

Currently  the  question  is  what  will  be  the  administration's 
fiscal  policy  as  expressed  in  the  1966  budget  to  be  submitted  in  January. 
Before  the  election  the  President  was  insisting  that  the  budget  would 
be  held  below  the  magic  figure  of  $100  billion,  meaning  that  the  rise 
from  the  level  of  current  fiscal  year  should  be  no  more  than  three 
billion  dollar.  Because  of  various  built-in  increases,  and  because 
there  is  small  chance  of  another  significant  reduction  in  defense  spend- 
ing next  year,  this  leaves  little  room  for  the  new  programs  connected 
with  President  Johnson's  concept  of  the  Great  Society.-' 

President  Johnson  has  proposed  a  reduction  in  the  excise  duties. 
Such  a  reduction  is  proposed  to  give  a  fiscal  stimulus  to  the  economy. 
The  proposed  budget  might  be  close  to  $100  billion.  Revenue  before  cuts 
in  excise  taxes  c?n  be  expected  to  rise  to  some  $97  billion,  on  the 


1"Britain, "  Time,  Vol.  8U:19,  November  1961j. 

2  "The  Budret,"  Tire,  Vol.  8$:*,  J?rus~-  19tf,  ?.  198. 

""Budget  for  a  Boom,"  Economist,  Vol.  213:6325,  November  19&ii, 


P.  693. 


hIbid. 
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TABLE  7 
FEDERAL  ADMINISTRATIVE  BUDGET  TOTAL  AND  PUBLIC  DEBT 


In  millions  of  dollars,  except  per  capita.  For  years  ending  June  30. 
Certain  interfund  transactions  excluded  from  administrative  budget  receipts 
and  expenditures. 


Year 


Receipts1    Expenditures    Surplus (+)    Public 


Debt 


or 
deficit(-) 


Total 


Per  Capita' 


I960 

1961 

1962 

1963 

196!i* 

1965* 

1966* 


77,763 

76,539 

77,659 

81,515 

81,1)09 

87,787 

86,376 

92,6h2 

88,aoo. 

91,200? 
9li,l00u 

98,ij05il 

97,50C 

99,700 

+  1,2214 

-  3,856 

-  6,378 

-  6,266 
-10,005,, 

-  6,300^ 

-  5,300^ 


286,331 
288,971 
2148,201 
305,860 
311,800 
317,000 


1,585 
1,573 
1,598 
1,615 
1,623 
1,625 


^Estimated  figures. 

Source:  Executive  office  of  President,  Bureau  of  the  Budget;  Budget  of 
U.S.  Government,  and  unpublished  data. 


assumption  of  continued  brisk  growth  in  the  economy. 

The  Council  of  Economic  Advisers  takes  seriously  the  indication 


Gross  receipts  less  refunds  of  receipts  and  transfers  of  tax 
receipts  of  the  old-age  and  survivors  insurance  trust  fund,  the  dis- 
ability insurance  trust  fund,  the  railroad  retirement  account,  the  un- 
employment trust  fund,  and  highway  trust  fund. 

n 

Exclude  guaranteed  obligations.  Change  in  public  debt  from  year 
to  year  reflects  not  only  the  budget  surplus  as  deficit  but  also  changes 
in  the  government's  cash  on  hand,  and  the  use  of  corporate  debt  and 
investment  transactions  by  certain  government  enterprises. 

Based  on  Bureau  of  Census  estimated  population  as  of  July  1. 
Beginning  1959  includes  Alaska  and  i960  Hawaii. 


li„ 


The  Budget,"  op_.  cit.,  P.  19  B. 
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that  some  of  the  unward  thrust  of  the  economy  may  taper  off  after  raid- 
year;  automobile  output  and  house  building  should  be  at  least  on  a 
plateau  and  capital  spending  by  businessmen  is  likely  to  go  up  by  well 
under  ten  per  cent  next  year  on  the  basis  of  early  forecasts.  Thus  the 
Council  could  well  argue  for  a  good  dose  of  stimulus  by  way  of  lower 

excise  taxes.  But  the  President  again  will  not  want  to  estimate  for 

2 
a  deficit  as  large  as  this  year's  six  billion  dollars.  Although  it  is 

unlikely  that  he  may  be  hoping  for  a  balanced  budget. 

State  and  Local 

Expenditure  on  goods  and  services  by  state  and  local  governments 

are  likely  to  continue  their  long  term  rise  with  an  increase  of  over 

five  billion  dollars. 

1.  The  sources  of  funds  are  on  a  rising  trend.  Tax  revenues  in 
the  year  ending  June  30,  196)j  showed  8.1  per  cent  rise  from  the  previous 
year  and  this  should  be  equalled  this  current  (l°6S)  fiscal  year  both 
because  of  some  increases  in  rates  and  because  of  the  expanding  income, 
sales,  and  property  bases  on  which  taxes  are  levied. 

2.  Borrowing  was  high  in  1963  and  the  amount  for  I9&h   promises 
to  pass  that  level. 

3.  Federal  grants,  which  during  I96I4  will  pass  the  ten  billion 

3 
dollars  annual  rate,  show  a  steadily  increasing  trend. 

Wage  and  Interest  Rate  Developments 

As  regards  wages,  the  auto  industry  labor  settlement  has  been 


"Budget  for  a  Boom,"  op_.  cit.,  p.  693. 

2 

"Budget  for  a  Boom,"  op.  cit.,  ?.  693 

3 
Gerhard  Colm  and  Carol  Carson,  op_.  cit.,  ?.  13. 
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estimated  as  entailing  upwards  of  li.5>  per  cent  increase  in  wages  and 
benefits.  This  would  raise  wages  considerably  more  than  the  3.2  per  cent 
implied  in  the  Council  of  Economic  Adviser's  "guide  post"  based  on  the 
average  annual  increase  in  productivity.  From  the  standpoint  of  adding 
current  spendable  income  to  auto  workers'  pocket  books,  the  contracts 
were  not  as  inflationary  as  they  might  first  appear,  because  there  is 
little  actual  wage  increase  during  the  first  year  and  much  of  the 
increased  benefits  will  go  into  welfare  and  pension  funds.  It  could  be 
assumed  that  this  might  lead  to  some  increase  in  prices. 

Some  businessmen  and  economists  feel  that  the  new  contract  in 
the  auto  industry  may  set  a  pattern  for  the  forthcoming  negotiations 
between  the  labor  unions  and  management  in  other  industries.  This  can 
not  be  taken  for  granted  for  other  industries  because  labor  contracts 
are  guided  by  the  profit  structure  cf  the  particular  industry. 

But  it  is  quite  possible  that  certain  industries  might  face 
price  increases.  So  it  is  expected  that  prices  in  1965  will  increase 
some  what  faster  than  the  approximately  1.8  per  cent  for  \9&k.   This 
does  not  mean  that  there  will  be  inflation.  Inflation  would  also  depend 
upon  the  monetary  and  fiscal  policy  followed  by  the  federal  government. 
Fiscal  policy  has  already  been  discussed  in  the  earlier  part  of  the 
report. 

In  the  realm  of  monetary  policy  conditions  have  been  mixed  and 
will  undoubtedly  continue  so.  This  is  because  the  various  forces  at 
work  pull  money  rates  in  different  directions,  making  federal  reserve 
policy  unusually  difficult.  To  protect  the  U.S. -balance  of  payments 

^•Gerhard  Colm  and  Carol  Carson,  oo.  cit. ,  p.  Ik. 


Ill 


was  the  primary  reason  for  the  late  November  I96I1  increase  in  the  federal 
reserve  discount  rate  from  3i*  to  four  per  cent,  but  there  was  also  some 
opinion  that  restraint  on  credit  was  advisable  to  prevent  a  super-boom. 
In  otherwerds  cyclical  expansion  might  be  threatening  to  reach  the 
flash  point.  There  are  still  mild  pressures  toward  higher  interest 
rates  but,  at  the  same  time,  the  long  term  forces  are  making  for  lower 
rates.  Short  term  rates  are  comparatively  high. 

Gross  National  Product  and'  Its 
Outlook  ^or  1965 

Nov;  that  the  factors  which  influence  general  economic  conditions 
have  been  examined,  we  will  describe  the  outlook  for  gross  national 
product  <"or  1965. 

During  the  period  from  1950  to  I96I1  gross  national  product  rose 
by  11J|  per  cent.  During  this  period  the  U.S.  economy  passed  through 
several  business  cycles.  It  has  seen  booms  and  recessions  and  also  wars. 
But  during  the  current  recovery  phase,  starting  early  in  1961,  up  to 
I96I4  (second  quarter  figure  of  -?6o8.5  billion)  the  rise  in  GNP  has  been 
of  the  order  of  seventeen  per  cent.  According  to  the  latest  estimate  by 

the  Council  of  Economic  Advisers,  GNP  reached  a  figure  of  0623  billion 

2 
in  I96I4.  This  is  an  increase  of  nearly  fourty  billion  dollars  over  1963 

and  is  due  in  part  to  the  tax  cut  which  has  played  an  important  role  in 

consumer  purchases  and  capital  spending  of  corporations  in  196ij. 

According  to  trend  analysis  the  GNP  will  rise  in  1965.  The 

actual  rise  is  difficult  to  predict  by  trend  analysis  because  of  the 

■Mohn  W.  Karriman,  "Economic  Outlook  -  1965,"  The  Exchange, 
Vol.  26:1,  January  1965,  P.  U. 

"Economic  Strength  has  Broad  Base,"  Iron  Age,  Vol.  195 si, 
January  1965,  P.  23. 
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TABLE  8 
GROSS  NATIONAL  PRODUCT 


Year     Gross  National  Product     Calculated  Gross  National  product 

from  trend  line  equation. 


In  Billions  of  Dollars 


1950 

28!j.6 

1951 

329.0 

1952 

3!j7.0 

1953 

36S.U 

1951j 

363.1 

1955 

397.5 

1956 

1*19.2 

1957 

241*2.8 

1958 

Mill. 5 

1959 

U82.7 

I960 

502.6 

1961 

518.2 

1962 

SSh.9 

1963 

533.9 

1961-::- 

628.I4 

1965 

1966 

287.S8 
310.03 
332.18 
351;.  33 
376. h 8 
398.63 
2420.78 

I4JU2.93 

li65.08 
187.23 
509.38 
531.53 
553.63 
575.83 
597.98 
620.13 
6h2.28 


-"-Preliminary  figures  for  the  third  quarter  of  196b. 
Note:  Data  for  Alaska  and  Hawaii  included  beginning  i960. 
Source:  Department  of  Commerce. 

complexities  of  the  economic  system,  but  it  is  very  likely  that  there 
will  be  a  more  significant  rise  in  GNP  than  indicated  in  the  trend  in 
table  8  and  graph  8a. 

The  economic  catch-all  will  grow  five  per  cent  over  l°61i.  Cor- 
porate earnings  will  gain  about  the  same.  Considering  such  a  rise 

1Ibid.,  P.  23. 
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it  is  likely  that  gross  national  product  at  the  end  of  1°65  will  reach 
a  figure  of  -3652  to  $655  billion.  This  rise  is  expected  provided  there 
is  another  tax  cut. 

Currently  there  is  fear  of  a  strike  in  the  steel  industry.  This 
fear  is  also  complicated  by  the  power  struggle  in  the  steel  xrorkers' 
union.  Due  to  this  it  is  likely  that  most  steel  consuming  industries 
will  be  trying  to  stock  steel  as  a  possible  hedge  for  strike.  So  the 
production  in  these  industries  during  the  first  half  would  be  in  part  to 
prepare  for  the  strike.  Later,  in  the  second  half,  there  is  likely  to 
be  a  little  slow  down  in  these  industries.  Due  to  all  these  reasons 
GKP  is  expected  to  rise  only  by  thirty  to  thirtytwo  billion  dollars 
from  196)4  GNP. 

Sunning  up  this  analysis  the  conclusion  is  reached  that  the 
increase  in  national  income  and  production  will  almost  certainly  con- 
tinue into  the  first  half  of  1965.  The  overall  outlook  for  1965  also 
looks  good,  although  the  second  half  may  show  a  levelling  off. 


CHAPTER  III 
ECONOMIC  OUTLOOK  FOR  THE  STEEL  CONSUMING  INDUSTRIES 

Before  discussing  the  outlook  for  the  steel  industry  a  look  will 
be  taken  at  the  industries  which  consume  the  major  portion  of  steel 
output. 

According  to  the  data  prepared  by  the  American  Iron  and  Steel 
Institute  steel  shipments  go  to  twentyone  different  sectors.  (Appendix 
A,  P.  6  and  7).  But  eighty  per  cent  of  the  steel  shipments  go  to  eight 
major  industries  (Table  9) .  The  automotive  industry  leads  in  the  con- 
sumption of  steel.  It  is  followed  by  distributing  centers  and  the  con- 
struction industry. 

A  more  detailed  look  at  some  of  these  industries  will  be  under- 
taken. 

Automotive  Industry 

The  automotive  industry  is  the  biggest  consumer  of  steel.  As 
shown  in  table  9  it  receives  twenty  to  twenty-five  per  cent  of  the  steel 
shipments.  The  outlook  for  the  automotive  industry  is  important  to 
the  steel  industry.  Indeed  the  automotive  and  the  steel  industries 
have  a  significant  relationship  to  the  entire  economy. 

Now  looking  into  the  graphs  of  weekly  production  of  cars  and 
trucks,  (Table  10  and  Graph  8)  and  steel  production  (Table  Hi,  Graph 
11)  it  can  be  observed  that  both  have  followed  the  same  pattern 
during  the  period  1950  to  196)4.  Steel  production  took  a  down  turn  in 
19^2  and  as  did  car  production.  Both  steel  production  and  car  production 
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TABLE  9 

PERCENTAGE  0?  SHIPMENTS  0E  STEEL  PRODUCTS  BY  MARKET  CLASSI- 
FICATION, INCLUDES  ALL  GRADES  INCLUDING  CARBON,  ALLOY 
AND  STAINLESS 


"here  the  steel  goes      19ft   1951)   1955   1953   1961   1963   1961* 


Automobile  20.8  19.5  23.1  17.6  19.1  22.lt  23.5 

Warehouses  and  Distri-  19.2  19.8  19.1*  19.0  18.7  17.1*  16.1* 

butors 

Construction  Industry  '12.3  11). 2  11.9  15.2  U.O  13.3  11.9 

Containers  8.1*  9.7  8.3  11.1*  10.0  8.6  8.7 

Machinery  and  Industrial  5.0  5.3  5.3  $.$  5.7  $.9  6.1 
equipment 

Steel  for  converters  5.6  1*.0  1*.6  5.0  3.6  3.5  3.6 

Contractor's  product  l*.l*  1*.9  U.9  6.0  5.8  5.7  5.1 

Rail  transportation  6.2  lj.1  Jj.3  2.6  2.1*  3.1*  l*.l* 

Total  of  the  above  group  81.9  82.0  82.3  82.3  79.3  80.1  79.7 

All  other  19.1  18.0  17.7  17.7  20.7  19.9  20.3 

Total  100.0  100.0  100.0  100.0  100.0  100.0  100.0 


Source:  American  Iron  and  Steel  Institute. 

had  their  booms  in  1955.  (Table  Ik,   and  Graph  11,  Table  10,  and  Graph  8) 
The  year  1955  was  the  record  breaking  year  both  for  steel  and  auto  pro- 
duction. That  record  of  1955  has  only  recently  been  surpassed  by  I96I4. 
The  automotive  industry  passed  its  record  in  the  year  1963.  It 
only  barely  missed  the  eight  million  car  year.  This  boom  in  the  auto 


Figures  for  I96I4  are  first  quarter  figures. 
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TABLE  10 

WEEKLY  PRODUCTION  OF  CARS  AND  TRUCKS 

Year 

Assembly  of  Cars  and  Trucks         Calculated  Trend 

in  000' s 

1950 

1514.2                       127.0 

1951 

129.8                       129.6 

1952 

106.8                       132.2 

1953 

Uil.l                       131J.8 

I9$h 

125.6                    137. h 

1955 

176.7                  lliO.O 

1956 

132.8                     lii2.6 

1957 

138.6                     U5.2 

1958 

98.  b                                                    11*7.8 

1959 

129.5                     1*0. b 

I960 

1*1.8                    153.0 

1961 

127.8                     155.6 

1962 

157.5                     158.2 

1963 

175.0                     161.8 

1961i* 

196.6                     I6I1.L 

1965 

168.0 

1966 

171.6 

-^Preliminary  figure  for  second  quarter  of  196Ii. 

Source: 

American  Iron  and  Steel  Institute,  Department  of  Interior,  Edison 

Electric  Institute  and  Ward's  Automotive  Report. 

industry  continued  through  I96I1  and  it  appeared  that  196)4  night  become 

the  eij 

;ht  million  car  year.  But  in  the  third  and  the  fourth  quarter  of 

1961)  (when  new  1965  models  were  coming  out)  the  General  Motors  Corpo- 

ration 

and  the  Ford  Motor  Company  were  shut  down  by  a  strike.  The 

General  Motors  strike  lasted  for  more  than  five  weeks.  Production  i^as 

reduced  to  half.  The  same  was  true  of  the  Ford  Motor  Company.  But 

thanks 

to  successful  negotiation  between  labor  and  management,  the 

strike 

has  ended  and  the  normal  production  has  been  resumed. 

At  present  production  is  going  at  a  faster  rate  than  normal 

Ii8 
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production.  The  auto  industry  has  recently  been  operating  on  a  six  day 
a  week  schedule.  In  fact,  in  the  first  week  of  December  auto  production 
was  220,000  cars.  This  is  estimated  to  be  at  a  rate  of  almost  eleven 
million  cars  a  year.  But  this  rate  would  not  be  likely  to  continue  for 
a  long  time.  In  a  week  or  two  it  can  be  expected  to  come  down  to  perhaps 
180,000  cars  a  week. 

But  such  a  rate  indicates  another  good  year  for  the  auto  industry 
in  1965.  The  President  of  the  Ford  Motor  Company  has  remarked  that  now  the 
auto  industry  should  think  in  terms  of  eight  million  cars  a  year  being 
a  normal  year.  This  year  has  been  the  fourth  successive  good  year  for 
auto  sales.  This  trend  seems  likely  to  continue  through  the  first  half 
of  196?.  Most  of  the  business  forecasts  predict  1965  to  be  a  healthy 
year  for  auto  production.  Though  it  is  likely  that  towards  the  end  of 
the  first  half  and  the  beginning  of  the  second  half  auto  production 
will  decline. 

The  trend  line  in  graph  8  also  shows  an  increase,  but  the  pro- 
jection is  much  less  than  the  actual  figures  of  1965  are  likely  to  be. 
As  General  Motors  Corporation  Chairman,  Frederick  G.  Bonner  states: 

"There  is  every  reason  to  anticipate  that  1965  will  be  another 
good  year  for  the  automobile  industry.  Prospects  are  that 
vehicle  sales  in  the  U.S.  could  well  exceed  the  long  term 
estimate  of  7.8  million  passenger  cars  and  l.h  million 
trucks  and  approximate  the  levels  reached  in  I96I1  (9.ii  million 
cars  and  trucks)." 

The  president  of  the  Ford  Company  and  the  president  of  the 

Chrysler  Corporation  also  estimate  that  the  1965  auto  production  will 

1,l3usines3  Outlook,"  op_.  cit . ,  No.  lSljl,  P.  19. 

"Steel's  Forecast  for  1965,"  Steel,  Vol.  156:1,  June  1965, 
P.  W. 
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be  over  eight  million.  This  gives  an  optimistic  picture  for  the  auto 
industry. 

Expenditure  on  New  Plant  and  Equipment 

The  outlook  for  new  plant  and  equipment  is  an  important  factor  for 
the  steel  industry  as  well  as  for  the  total  economy.  Here  will  be  examined 
the  performance  of  new  plant  and  equipment  expenditure  from  1950-1963. 
There  has  been  a  tremendous  rise  in  the  expenditure  for  new  plant  and 
equipment  since  1950.  During  the  period  of  1950  to  1963  there  has  been  a 
rise  in  expenditure  of  107.2  per  cent  on  new  plant  and  equipment.  Such  a 
rise  over  the  period  of  fourteen  years  is  very  great.  During  this  period 
the  U.S.  economy  has  passed  through  several  phases  of  recessions  and 
booms  as  can  be  observed  from  the  graphs  (Table  11,  Graph  9).  The  expend- 
iture for  new  plant  and  equipment  shows  a  down  turn  in  the  years  195h 
and  1958.  These  were  years  when  the  U.S.  economy  was  suffering  from 
recession.  The  present  recovery  phase  started  early  in  the  year  1961. 
So  far  the  rise  has  been  highly  encouraging.  Since  1961,  the  expenditure 
on  plant  and  equipment  has  risen  by  25.1  per  cent.  For  this  period  a 
less  than  four  years  the  average  annual  rate  of  increase  is  6.25  per 
cent.  This  suggests  a  good  outlook  for  the  coming  year  also.  The  graph 
9  also  projects  an  increasing  trend. 

At  the  end  of  1963,  the  expenditure  on  new  plant  and  equipment 
was  at  an  annual  rate  of  $lil.20  billion.  And  at  the  end  of  second 
quarter  of  I96I4  it  was  at  an  annual  rate  of  &i3.50  billion.  The  rise 
was  around  seven  per  cent  over  this  period.  In  August,  1961j  a  survey 


1£conomic  Indicators,  Securities  and  Exchange  Commission  and 
Department  of  Commerce,  (Washington:  Government  Printing  Cffice). 
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TABLE  11 
EXPENDITURE  FOR  NEW  PUNT  AND  EQUIPMENT 


Year  Total  Expenditure  Calculated  Trend 


In  Billions  of  Dollars 


1950  20.60  28.ij2 

1951  25.614  2I4.6I1 

1952  26.1j9  25.86 

1953  28.32  27.08 
195J(  26.83  28.30 

1955  28.76  29.52 

1956  35.08  30.7a 

1957  36.96  31.96 

1958  30.53  33.18 

1959  32.51:  3a. ao 

1960  35.68  35.62 

1961  3!j.37  36.8a 

1962  37.31  38.06 

1963  39.22  39.28 
196!r*  b2.70  ao.50 

1965  141.73 

1966  a 2.9a 


■"Estimate  based  on  anticipated  capital  expenditure  and  as  reported  by 
business  on  February,  196b.  Includes  adjustments  when  necessary  for 
systematic  tendencies  as  in  anticipatory  data. 

Source:  Securities  and  Exchange  Commission  and  Department  of  Commerce. 


of  plant  and  equipment  expenditure  was  conducted  and  on  that  basis  it 
was  estimated  that  the  expenditure  on  new  plant  and  equipment  will  be 
rb6.l5  billion  for  the  year  196a. 

Business  V.'eek  states  that  the  New  Year's  resolutions  for  capital 
spending  are  already  forming  up. 


Economic  Indicators,  Expenditure  for  New  Plant  and  Equipment, 
(Washington:  Government  Printing  Office,  November  196a),  P.  9. 

2"Business  Outlook,"  op_.  cit.,  No.  I8I4I,  ?.  19. 
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A  Commerce  Department  Securities  and  Exchange  Commission  Survey, 
released  this  week(December  12,  196li)  indicates  that  industry  now  plans 
to  invest  twelve  per  cent  more  for  new  plant  and  equipment  in  the  first 
hal**  of  1965  than  it  did  in  the  first  six  months  of  196k,   The  impli- 
cation is  clear:  for  1965  as  a  whole,  capital  spending  is  almost  certain 
to  grow  by  more  than  the  five  per  cent  reported  in  last  month's  McGraw 
Hill  Survey. 

Further  the  Federal  Reserve  Bank  of  Cleveland  stated: 

It  is  generally  acknowledged  that  capital  spending  plays  an 
important  role  in  determining  both  the  strength  and  the  dura- 
tion of  the  expansionary  phase  of  the  business  cycle.  i;ore- 
over  the  rate  of  economic  growth  that  the  nation  experiences  - 
is  in  large  part  a  function  of  the  rate  of  private  investment. 

Considering  all  this  it  is  expected  that  the  expenditure  on 

new  plant  and  equipment  during  the  year  1965  will  increase  around  five 

per  cent  to  six  per  cent  over  196Iu 

Construction  Industry  and  Its  Outlook 

The  construction  industry  is  also  an  important  industry  from  the 
point  of  view  both  of  the  general  economy  and  the  steel  industry.  These 
days  the  construction  industry  uses  heavy  equipment  and  machinery.  This 
equipment  and  machinery  has  a  direct  relation  with  steel  production. 
Besides  this,  reinforced  concrete  structures  known  as  steel  frame  struc- 
tures use  a  lot  of  steel.  Concrete  also  competes  with  steel,  because  in 
construction  of  bridges  prestressed  concrete  pillars  are  being  used 
instead  of  steel.  The  construction  industry  is  important  because  of  the 
fact  that  it  has  become  a  §6$   billion  industry.  It  contributes  a  sub- 

"Business  Spending  twelve  per  cent  more,"  Business  Week,  No. 
lfflil,  December  I96I4,  P.  25. 

"Business  Outlook,"  op_.  cit.,  No.  181*1,  ?.  19. 
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TABLE  12 

NEW  CONSTRUCTION 

Year 

New  Construction           Calculated  Trend 

In  Billions  of  Dollars 

1950 

29.9 

29.91 

1951 

32.7 

32.I47 

1952 

?>4.7 

35.03 

1953 

37.0 

37.59 

1951i 

39.2 

Ii0.i5 

1955 

Wi.2 

I12.71 

1956 

fc5.8 

1*5.27 

1957 

U7.8 

1j7.S3 

1958 

I49.O 

50.39 

1959 

55.U 

52.95 

I960 

55.6 

55.51 

1961 

57.1) 

58.07 

1962 

59.0 

60.83 

1963 

62.8 

63.19 

1961i* 

67.0 

65.75 

1965 

67.31 

1966 

70.88 

♦Preliminary  estimate. 

Note: 

Data  for  Alaska  and  Hawaii  included  beginning  January  1959. 

Sources:  Department  of  Commerce  and  F.  VI.  Dodg 

e  Corporation. 

stantial  share  to  the  gross  national  product. 

The  growth  of  the  construction  industry 

through  the  last  fifteen 

years 

has  been  almost  12li  per  cent  as  shown  in 

table  12.  This  is  a 

tremendous  increase. 

The  construction  industry  was  also  hit 

by  the  recessions  and 

booms 

in  the  U.S.  economy  during  those  years. 

For  example  during  the 

recession  of  1958,  the  growth  of  the  construction  industry  between 
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1956  and  1°58  slowed  to  seven  per  cent  (Table  12  and  Graph  10).  At  the 
end  of  I960,  it  picked  up  its  growth  rate  again  and  during  the  period  of 
recovery  from  1961  to  19  Sk   (first  quarter)  its  growth  has  been  of  the 
order  of  16.5  per  cent. 

During  the  year  196li,  new  construction  has  shown  a  good  rate  of 
increase  although  in  October  196ij  it  has  slackened  somewhat,  especially 
in  residential  construction.  Industrial  construction  has  been  continued 
at  a  high  rate,  while  residential  construction  dropped  from  an  annual 
rate  of  $21.0  billion  to  $19.5  billion  from  January,  196lj  to  October, 
196b-1 

According  to  Business  Week  industrial  construction  in  November, 
the  latest  Census  3ureau  estimates  indicate,  was   running  at  an  annual 

rate  of  33,655  million  having  linked  3100  million  over  the  October  rate 

2 
and  thirteen  per  cent  in  a  year.  While  commercial  construction  is  at 

an  annual  rate  of  $2,556  million,  farm  construction  at  an  annual  rate 

$1,226  million,  public  utilities  at  an  annual  rate  of  $lj,969  million, 

while  the  total  public  construction  is  at  an  annual  rate  of  $20,155 

3 

million. 

Heavy  construction  contractors  also  have  an  optimistic  outlook. 
They  have  reasons  to  be  thankful  as  they  contemplate  the  amount 
of  work  they  put  under  contract  in  the  first  nine  months  of 
this  year.  On  the  books  are  nearly  twenty  billion  dollars  of 
new  construction  work.  This  is  twelve  per  cent  greater  than  a 
year  ago  and  a  new  high.  It  covers  over  30,000  projects,  eleven 
per  cent  more  than  a  year  ago.  In  this,  industrial  construction 


"Mew  Construction,"  Economic  Indicators, (Washington;  Government 
Printing  Office,  November  19617),  P.  19. 

2 
"Business  Outlook,"  op^  cit . ,  P.  20. 

3 
"Construction  and  Real  Estate,"  Survey  of  Current  Business, 
Vol.  Ib5:l,  January  1965,  P.  5-9. 
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1 
stands  out  at  the  top. 

Although  residential  construction  has  shown  a  drop,  there  is  con- 
siderable conjecture  that  1965  will  show  little  change  in  the  volume  of 
residential  construction  from  l°6ii.  Some  decline  in  total  number  of 
units  could  be  balanced  by  greater  expenditure  per  unit  as  the  pace  of 
1-  and  2-  family  homes  picks  up,  as  appears  likely. 

The  severity  and  duration  of  a  down  turn  would  be  limited  by 
several  factors.  Mortgage  money  is  readily  available  and  the 
continuing  influx  of  savings  into  mortgage  institutions  acts 
to  support  this  trend  o^  fairly  easy  terms.  The  Federal 
Housing  Act  of  l°6)i  broadens  federal  financing  assistance  to 
home  buyers,  provides  help  for  housing  renewal,  and  eases 
restriction  on  private  lending,  such  as  allowing  banks  to 
lend  for  longer  periods.2 

Over  the  longer  term,  increasing  numbers  of  people  will  soon  be 

attaining  marriage  age  as  the  "baby  bulge"  begins  to  reach  late  teens 

3 
and  twenties;  this  should  give  a  boost  to  apartments  in  particular. 

Industrial  construction  during  1961j  made  a  good  performance  and 

it  promises  to  continue  to  do  so  in  1955.  This  could  be  believed  from 

what  George  A.  Christie,  chief  economist  for  F.  W.  Dodge  Corporation 

noted  from  the  contract  award  promise  for  future  construction. 

Cctober  contract  totals  confirmed  the  fact  that  construction 
markets  have  been  strengthening  a  bit  nonresidential  building, 
paced  by  another  heavy  spurt  in  contracts  for  industrial 
plants  during  October,  provided  most  of  the  months  life.*4 

Nonresidential  work  awarded  in  October,  Dodge  reported,  ran 

seven  per  cent  ahead  of  the  year  before.  Included  in  that  was  a  78 


"Record  ^20  billion  worth  of  Contracts  in  Nine  Months," 
Zngineering-New  Record,  Vol.  173:22,  November  I96I4,  P.  20. 

2 
Gerhard  Colm  and  Carol  Carson,  op.  cit. 

•^Gerhard  Colm  and  Carol  Carson,  00.  cit. 

J "Business  Outlook,"  ojr>.  cit.,  p.  20 
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1 
per  cent  Jump  in  lettirgs  for  manufacturing  structures. 

The  graph  10  also  shoves  a  trend  towards  an  increase  in  the  con- 
struction industry.  Considering  all  these  factors  it  is  expected  that 
construction  expenditure  in  the  year  1965  will  be  around  sixty  eight  to 
seventy  billion  dollars. 

Rail  Transportation 

In  the  late  19140' s  rail  transportation  used  to  be  an  important 
industry  as  far  as  steel  shipments  were  concerned.  During  that  period 
it  used  to  get  seven  to  eight  per  cent  of  total  shipments.  But  in  the 
1950' 3  it  had  to  face  keen  competition  from  highway  transport.  During 
this  period  steel  shipments  to  the  rail  transportation  industry  fell  to 
two  to  four  per  cent  of  the  total  shipments.  But  by  1963,  it  has 
apparently  adjusted  itself  to  the  competition.  Both  in  1963  and  19614, 
it  had  a  large  amount  0^  capital  expenditure  on  plant  and  equipment 
and  modernization.  It  also  plans  to  spend  a  great  deal  in  1965  for  plant 
and  equipment. 

In  1963,  the  industry  topped  the  billion  dollar  mark  in  capital 
outlays  for  the  first  time  in  a  half  decade.  This  year  capital  spending 
seems  headed  to  a  peak  above  §1.1|  billion  the  highest  total  since  the 
early  1950' s.  Next  year  will  see  expenditures  in  ten  figures  again, 

perhaps  not  matching  196h ' s  record  but  still  well  above  the  magic  one 

2 

followed  by  nine  zeroes. 

During  the  next  year  several  railroads  are  expected  to  get 


'.  33. 


^•Business  Outlook,"  op.  cit . ,  P.  20. 

2"Another  Billion  +  Year,"  Railway  A^e,  Vol.  l57:l'i,  October  l?6)i, 
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permission  from  the  Interstate  Commerce  Commission  for  mergers.  Secondly, 
the  general  level  of  the  nation's  economy  is  expected  by  most  observers 
to  remain  high.  Third,  is  the  industry's  hope  for  1965  gains  in  car 
loadings,  ton  miles,  net  income,  and  in  the  total  share  of  inter-city 
freight  business  going  by  rail. 

At  the  annual  meeting  of  the  Railway  Progress  Institute,  members 
have  predicted  an  optimistic  year  for  the  industry  in  1965.  According 
to  them,  there  will  be  a  strong,  steady  growth  of  freight  traffic,  with 
a  prediction  running  as  high  as  a  four  per  cent  increase  in  ton  miles. 
Capital  expenditure  are  expected  to  be  around  ';ljj  billion. 


lnR.P.I.  Members  are  Given  Crvstal  3a  11  View  of  1965,"  Railw?.' 
A^e,  Vol.  157:21,  November  196)-,  P.  86. 


CHAPTER  IV 

OUTLOOK  FOR  THE  U.S.  STEEL  INDUSTRY  FOR  YEAR  1965 

Steel  Capacity  and  Output  in 
Recent  Years 

The  outlook  for  general  economic  conditions  and  for  the  steel 
consuming  industries  have  been  examined.  Wow  the  outlook  for  the  steel 
industry  itself  will  be  forecasted.  First,  the  performance  of  the  steel 
industry  since  the  year  1950  will  be  examined. 

The  steel  industr?/  is  a  basic  industry  for  the  U.S.  economy.  Its 
importance  is  more  in  C3se  of  an  industrially  advanced  economy.  Espe- 
cially in  case  of  United  States,  the  steel  industry  plays  an  important 
role. 

In  the  year  1950,  the  total  production  of  steel  ingot  was  about 
96.8  million  tons  (Table  13).  By  the  year  1963,  it  had  risen  to  109.3 
million  tons  of  steel  ingots.  So  the  rate  of  increase  was  about  12.9 
per  cent  over  this  period.  But  this  increase  over  the  period  of 
fifteen  years  does  not  show  the  total  picture  of  the  steel  industry. 
During  this  period  the  steel  industry  has  been  much  affected  by  both 
recession  and  boom.  It  also  had  to  face  a  120  day  strike.  In  the 
year  1955,  steel  production  was  117  million  tons  while  in  the  year 
1958,  it  dropped  to  eighty  five  million  tons.  In  the  year  1958,  it  had 
to  face  a  strike.  But  since  the  year  1961,  when  a  recovery  phase  of 
the  U.S.  economy  started,  the  steel  industry  has  done  well.  The  rate 
of  increase  in  steel  production  from  the  year  1961  to  1963  has  been 
about  11.5  per  cent. 
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TABLE  13 
ANNUAL  STEEL  CAPACITY  AND  PRODUCTION  OE  U.S.A. 


Year 

Capacity  in  Million 

Production  in 

Percentage 

Tons 

Million  Tons 

Capacity 

1950 

99.U 

96.8 

96.9 

i?5i 

10b.  2 

105.2 

100.9 

1952 

108.6 

93.2 

85.8 

1953 

117.5 

111.6 

9U.9 

195'i 

12b.  3 

88.3 

71.0 

1955 

125.8   • 

117.0 

93.0 

1956 

123. a 

115.2 

89.8 

1957 

133.5 

112.7 

8h.5 

1958 

lli0.7 

85.3 

60.6 

1959 

Ui7.6 

93.  b 

63.3 

I960 

1I..8.6 

99.3 

66.3 

1961 

N.A. 

98.0 

N.A. 

1962 

N.A. 

96.3 

::.a. 

1963 

N.A. 

109.3 

N.A. 

These  figures  have  been  rounded  to  the  closest  decimal. 
Source:  American  Iron  and  Steel  Institute. 

The  current  year  (196'<)  in  the  steel  industry  has  been  good. 
According  to  Business  iveek  production  of  steel  in  the  month  of  December 
196':  was  at  the  annual  rate  of  136  million  tons.  According  to  preliminary 
estimates  the  nation's  ingot  production  for  the  year  I96I4  is  about  127 
million  tons.  This  figure  would  be  a  record.  So  according  to  this 
estimate,  the  production  of  steel  has  risen  by  15.3  per  cent  over  1963 
production. 

lnBusiness  Outlook,"  op.  cit.,  Mo.  I81j0,  P.  20. 

"Demand  Strains  Finishing  Capacity,"  Steel,  Vol.  156:1,  January 
1965,  P.  193. 
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1??0 

1951 
1952 
1953 
195b 

1955 

1956 

1957 

1958 

1959 

I960 

1961 

1962 

1963 

196b- 

1965 

1966 


TABLE  lli 
WSfeKLY  INDICATOR  CF  STEEL  PRODUCTION 


Year    Steel  Produced 
in  CCC's  tons 


1    8^7 

2,016 
1,782 

2,lb2 
1,69b 
2,2b5 

2,20ij 
2,162 
1,635 
1,792 
1,89b 
1,880 
1,886 
2,096 
2,365 


Calculated 
Trend 


1910. b 2 
1919.81; 
1929.26 
1938.68 
19h8.10 
1957.52 
1968.9/1 
1975.36 
1985.98 
1995.20 
200.'..  62 
201)!. Ob 
2023. bO 
2032.88 
20b 2. 30 
2051.72 
206l.lb 


Index  of  Steel 

Production 

1957-59=100 


99.7 
108.3 

95.7 
lib.  9 

90.9 
120.5 
118.3 
116.0 

87.8 

96.2 
101.9 
100.9 
101.2 
112.5 
126.9 


Calculated 
Trend 


102.6 
103.1 
103.6 
10b  .1 
10b.  6 
105.1 
105.6 
106.1 
106.6 
107.1 
107.6 
108.1 
108.6 

109.1 
109.6 

110.1 
110.6 


-"-Preliminary  estimate 

Source:  American  Iron  and  Steel  Institute,  Department  of  the  Interior, 
Edison  Electric  Institute  and  Ward's  Automotive  Report. 


Such  a  high  figure  of  steel  production  has  been  possible  due  to 
the  general  health  of  the  U.S.  economy.  All  steel  consuming  industries 
have  been  in  operation  at  peak  production  levels.  For  example  the  auto- 
mobile industry,  which  receives  twenty  three  to  twenty  five  per  cent 
of  steel  shipments,  had  a  record  year.  Similarly  the  container  industry, 
which  consumes  about  eight  to  ten  per  cent  of  steel  shipments,  has  been 
doing  very  well.  Besides  that,  due  to  the  advancement  of  technology 
much  better  types  of  cans  are  produced,  which  increases  the  usage  of 
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cans. 

During  the  last  three  years,  there  has  been  a  great  deal  of 
capital  expenditure  for  the  expansion  of  capacity  by  improved  methods 
of  production.  I  lore  companies  have  been  planning  expansion  as  compared 
to  previous  years.  Capital  expenditure  also  got  a  boost  from  the  last 
year's  tax  cut.  Presently  the  administration  has  been  advocating  further 
cuts  in  excise  duties.  All  these  things  add  stimulus  to  the  economy. 

The  performance  of  the  construction  industry  has  been  very  good 
■for  last  three  years.  The  construction  industry  consumes  about  twelve 
to  fifteen  per  cpnt  of  the  total  steel  shipments. 

The  rail  transportation  industry  *-:as  been  having  good  years  as 
far  as  profits  are  concerned.  It  intends  to  sperd  a  great  deal  on 
capital  goods  which  will  help  the  steel  industry's  outlook.  The  steel 
industry  during  the  late  195C's  had  to  face  increased  competition  from 
the  European  and  Japanese  steel  industry.  The  European  steel  industry 
has  recently  recovered  after  World  War  II.  It  has  better  steel  mills 
because  of  the  new  technology.  During  the  time  of  the  steel  strike  of 
1958  the  United  States  had  to  import  a  large  quantity  of  steel.  During 
the  period  (1955-53)  the  U.S.  had  a  surplus  of  steel  exports  over 
imports,  but  since  1959  the  position  has  been  reversed.  Mow  U.S.  imports 
mere  steel  than  it  exports  (Table  15) .  In  1963,  it  exported  2.5  million 
tons  and  it  imported  about  5.7  tons. 

Currently  the  U.S.  steel  industry  is  going  through  a  great  change. 
The  change  has  been  due  to  the  change  in  steel  technology.  Now  most 
of  the  steel  mills  are  changing  to  oxygen  furnaces.  Besides  this, 
due  to  the  advancement  in  steel  technology,  steel  has  been  making 
quite  a  few  new  alloys.  These  alloys  are  able  to  compete  better  with 
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TABLE  15 


SHOWING  U.S.  IMPORT-EXPORT  TRADE  IN  IRON  AND  STEEL 


Year     U.S.  Export  of  Iron  and  Steel     U.S.  Import  of  Iron  and  Steel 
Total  net  tons  Total  net  tons 


19^5  i!,060,9?8  970,657 

1956  !j,3>j7,903  1,336,085 

19^7  5,3>i7,67B  1,1&,216 

1958  2,822,910  1,706,308 

1959  1,676,652  h, 393,719 

1960  2,979,538  3,353,502 

1961  2,228,162  3,321,»i32 
1Q62  2,273,872  h, 305,535 
1963  2,511,772  5,66h,739 


Source:  American  Iron  and  Steel  Institute. 

plastic,  paper,  prestressed  cement  concrete  and  aluminium.  All  this  is 
reflected  in  the  fact  that  the  steel  industry  is  having  a  good  year.  In 
fact  196'j  has  been  able  to  pass  the  previous  record.  During  the  last 
three  years  stockpiling  of  steel  was  negligible.  Besides  all  these,  it 
has  not  been  faced  with  the  strike  problem  for  few  years.  But  in  1965 
it  has  to  face  new  negotiations  on  the  wage  contract  with  the  steel 
worker's  union.  Preliminary  talks  have  started  between  the  union  repre- 
sentatives and  the  management. 

Outlook  for  1965 

The  U.S.  steel  industry  is  soaring  into  the  final  month  of  196)j 
at  a  pace  that  may  bring  the  year's  production  to  a  record  127  million 
tons.  This  phase  is  likely  to  continue  into  the  first  half  of  1965. 

"Economic  Strength  has  Broad  Base,"  op.  cit.,  P.  23 
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In  this  half  the  outlook  seems  that  the  steel  production  will  be  at  the 
annual  rate  of  125  million  tons.  The  steel  industry  is  set  to  duplicate 
this  year's  §1.8  billion  of  capital  spending.  This  stands  out  as  a  symbol 
of  the  new  technology  in  the  increasing  tonnage  produced  by  basic 
oxygen  furnaces. 

When  we  think  of  the  upcoming  labor  negotiations,  the  view  is 
clouded.  The  negotiations  will  play  a  great  part  in  the  next  twelve 
months.  Presently  the  officials  of  the  United  Steel  Workers  Union  are 
in  Pittsburgh  to  draw  up  demands  for  a  new  contract.  The  talks  are  at 
standstill  because  of  the  election  of  the  president  of  the  United  Steel 
Workers  Union.  The  normal  uncertainty  is  sharpened  by  a  lower  struggle 
in  the  union  between  President  David  J.  McDonald  and  Secretary-Treasurer 
I.  W.  Abel.  Both  the  management  and  the  union  are  concerned  about 
the  possibility  of  a  strike. 

Considering  the  present  trend  set  by  the  auto  industry,  it  could 
possibly  be  that  the  strike  may  not  take  place.  There  are  possibilities 
that  the  management  might  yield  to  some  increases  in  wages  or  in 
fringe  benefits.  The  question  would  be  how  these  increases  in  wages  are 
going  to  affect  the  economy.  Recently  steel  prices  were  increased  but 
these  were  selective  price  increases.  President  Johnson  has  ordered 
his  top  economic  adviser  to  investigate  the  recent  steel  price 
increases.  Gardner  Ackley,  Chairman  of  the  Council  of  Economic  Advisers, 
is  expected  to  make  a  report  "fairly  soon. "3 


lnCan  Steel  Keep  Up  its  Pace  in  1965?"  Business  Week,  No.  I81j0, 
December  1961i. 

2"3teel  Labor:  Vital  Year  in  1965,"  Iron  Age,  Vol.l95:l,  January 
1965,  ?.  29. 

"Steel  Price  Changes  Handled  with  Care,"  Iron  Age,  Vol.  195:1, 
January  1965,  P.  25 
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Now  if  an  increase  in  wages  is  awarded,  there  are  chances  that  the 
management  might  try  a  further  increase  in  prices.  Such  a  rise  in  the 
price  of  steel  might  give  rise  to  a  wage-price  spiral.  This  might  lead 
the  economy  into  inflation,  which  could  be  harmful.  But  it  may  be 
expected  that  the  administration  will  exert  its  influence  in  order  to 
avoid  the  inflation.  In  the  first  half  of  1965,  there  is  likelihood  that 
steel  consuming  industries  will  be  building  steel  inventories  as  a  hedge 
against  the  possibility  of  a  steel  strike.  Due  to  this,  steel  production 
might  be  at  the  rate  of  12'j-125  million  tons  per  annum.  In  case  there 
is  no  strike,  the  second  half  of  1965  will  have  lesser  production  of 
steel,  because  steel  consumers  will  try  to  liquidate  their  inventories. 
It  is  just  possible  that  the  production  might  decline  to  the  annual  rate 
of  112-116  million  tons.  Steel  production  in  the  second  half  of  1965 
will  also  depend  upon  the  outlook  for  1966.  The  1966  steel  production 
will  be  considerably  influenced  by  how  the  1966  model  cars  are  doing. 
During  the  first  half  of  1965,  it  is  likely  that  steel  imports 
might  record  an  increase.  The  reasoning  is  that  users  will  protect 
themselves  by  lining  up  foreign  sources  of  supply.  One  industry 
official  says  this  has  started  already.  One  steelman  predicts  net 
imports  next  year  may  top  this  year's  six  million  ton  estimate  by  the 
American  Iron  and  Steel  Institute.  Considering  all  these  facts  it  is 
predicted  that  steel  production  during  the  year  1965  will  be  around 
118-120  million  tons.  This  is  an  estimate  made  by  studying  the  outlook 
for  steel  consuming  industries  and  the  outlook  for  general  economic 
conditions  in  the  U.S. 

-"How  Steel  May  Save  An  Old  Market,"  Business  Week,  No.  I8I4O, 
December  196)4,  P.  33. 


APPENDIX 


PLATE  I 


69 


(Nov.)(Oct.)      (July) (Aug.)   (July)(Apr.)(Kay)(Feb.) 
P   T P   T  P   T       P   T 


5S $ 

*:<:-:-:*M 


1.  Liab.  of  bus.  failures  (nil.  dol. — 
/"IV        inverted  scale.  KCD  moving  avg. — 6  tern"' 


2.  Stock  prices,  500  connon  stocks 
(index:   1941-43=10) 


3.  New  orders,  dur.  goods  indus.  (bil.  dol.) 


\^i 


W 


mm 


»SsX 


4.  New  bldg.  permits,  private  housing  units 
(indexs   1957-59=100) 


H20 


"40 


60 

80 

100 

120 
140 
160 

100 
)0 

50 
70 
60 

50 

40 

30 


20 

20 
15 

10 


140 
120 
100 

80 


1948  49  50  51  52  53  54  55  56  57  58  59  60  61  62  63  64 

Leading  Indicators 
Source*   Business  Cycle  Developments,  December,  1964. 


PLATE  II 


70 


(Nov.)(0ct.)  ,(july)(Aug.)        (July) (Apr. ) (May) (Feb. ) 

■pip  PT  PT  PT 


[  s:\     I..  LJJlill     I.J  lL  J.J,  I.    I 

i5»  Constr.  contracts,  com.  and  indus.  (mil.  sq.  ft.  of 
floor  area.  MCD  moving  avg.~ 6-term) 


6.  Ayg.  workweek,  prod,  wkrs.,  mfg.  (hours) 


'  i  ;  'M 


«4v*W 


•  7.  New  jbjus  ^incorporations  (thous) 


8.  Change  in  bus.  inventories,  all  indus 
'  Q^(bil.  dol.)  Ll:;i 


9.  Industrial  materials  prices  (index:  '  1957-59=100) 


1948  49  50  51  52  53  54  55  56  57  58  59  60  $1     62  63 

Leading  Indicators 
Source:   Business  Cycle  Developments.  December,  1964. 


60 
50 
40 

30 


42 

41 
40 
39 
38 

20 

II 
14 

12 

10 

8 

+10 

0 
-10 


160 
140 
120 

100 
80 


64 


PLATE  III 


71 


(Kov.XOct.)     (July) (Aug.)    (July) (Apr.) (Hay)  (Feb.) 


•o    .71 


19^8  49  50  51  52  55  5^  55  56  57  58  59  60  61  62  65  6k 


10.  -  Leading  Indicator 
11.-1$.  -  Coincident  Indicators 

Source:   Business  Cycle  Develooaents,  December,  196*f. 


PLATE  IV 


72 


(Nov.)(Oct.) 
_P 


(July)(Aug.)   (July)  (Apr. )(>i&y)(Feb. ) 
?  T      _?   T 


19^8  ^9  50  51  52  53  5^  55  56  57  58  $9  60  61  62 

Coincident  Indicators 
Source i   Business  Cycle  Developments.  December,  1964. 


63  6k 


PLATE  V 


73 


)(Oct.)     (July)  (Aug.)  (July) (Apr.) (May) (Fob.) 


P T 


'i    i 


P  ' 


-  N 


j   S 


P T_ 


installment  debt  (bil.  dol.) 


■•::■':..:, 


Bank  rates  orT* short-term  bus.  loans,  Q  (percent) 


__. 


_^: 


Ulltl 


^__i 


,60     * 

50 

40 

30 


lillliil!1 


■6 
5 


-ilLUjJ 


19^8.^9  50  51  52  53  5^  55  56  57  58  59  60  61  62  63  64 

Lagging  Indicators 
Source*   Business  Cycle  Developments,  December,  1964. 


APPENDIX  A 


Tit 


AMERICAN  IHON  AND  STEEL  INSTITUTE 
i  tunT  fuMTv.nx.'uxu  »tk*;kt.  n»;w  voua  n,  n.y. 


AIS  It 


SHIPMENTS  OK  STEEL  PRODUCTS  RY  MARKET  CLASSIFICATIONS 
ALL  URAUES  I.NCLUUINO  CAKUON.  ALLOY  AND  STAINLESS 


(Net '.  on  • 


YEAR  -  19^3 


alKIT    CLAlWPlCAllO.il  AMO  COOCI 

~ f    s...i  1.1  f.«»..ii«8  .«4  Pnc*»i*a  im 
010  w„.  .».  ....  p..j«n« 

0J0H«j'..V.»l/»«li."j  .I...I1  «nj  mi? 

" 030    P,p."..4  I.... 

'J>i0  C.I4  I...  ...4  l.i. 

oso  0,h..  .|..l  pi»«y<ii jn<  uttl jailinu 

060  Rt>.|,  .kip-.nlL - 

^ Tolal 

L.ll     thlpiUMIII    t.     HI«Ull    *l 

_Jbijn<viUit  hi  t*nyfiit«n_u.iiisli 1 

. C'"»  T».l 

3.      020  F.ia.i.o.  (E.t.pl  Avi.r..liv.  ..a1  A.icmlt) 

3.  OjO  Boll.,  Hall  "Riv.h     ar.4  Sit.-i 

4.  >•..!  S....C.  C..I.I  •«•'  Oi.liii~l.il 

110  Oil  ..4  j*i  i.pplp  K..i.i  -  4li.ti  1.  cuit.iA.fi 

120  Oil  and  j..   iwppl/  K.Mi.i  -  l.i  ft*fk 

ISO  All  .th.i.u.l  ..•»...  1..I.H  ...  J....IU-I.- 
J'i.«I  ILfttittfO — 

lev  All  .Ik. I  .I..I  ..!»...   ...1.1.   ...   ...IllUl.ll- 

hi  uuk 

^ Ci.vp  T.i.l 

i.        C.Altl.Cti.A,    l.ci.4>"fl    M.l.llHWI. 

170  R,,,4.Mia| ■  

ff!  N.A.,.li^,n|i.J-jnil«ll(lsl - 

192  H.n.|.iiJ.oli.l-c.»i..i«l.l 

IM  rW..t|i«~.|.l-.ll  H*»l 

200  P.MIc  «».lnwH»»  -  lieu  —i  M«J|W«1 

210.  ZMll .«.«|li.<M.n-«!l  tltbtj 

230  Oil  i»4  a..  -  p. .(...ma  ..d  Jl.liil.H.n 

^2.0  P.b.lic  ...liii..~U.<.pi  »..j 

260  S1..I  m4.ni,  -  ... .11. <i...,  miIim— m 

i.p.iil  .nd  op.i.nng  i.ppli.i  ti.clwdmfl  l.i  it.) 

240  UnUwHlli^  <...ii.«ii.i> 

"  Cm  T.i.l 

..     CWMMl'  P|.4.<I.  , 

270  Ait  <.iidlli.rting  end  ,tnllUtin._l6.g^~  ml 

280  Bml.>! .i.htifj>if» 

^290  r.lv.iu  pnd  i.nci.t.  pip*. 

100  pi.mb,nft  ...  c.nir.1  li..iiriajMi£rifnl 

321  AicMt.cl.i.l  pr.d.cli __ 

322  Ram  j..d..  I..I..J jf»4_tidjtt 

329  All  .lh.r  t...i.cian  pmd.cli 

Cwp  T.i.l 

7.      A.i.-.l... 

330  V.r.iil.1,  p.11.  »..  .cc.ll.il. i-.li.mbl.il 

340  fl.","l.,"..  .iFiy,..   " 

3M_P.Hl_..4j«..l..jl^l_^iA_llAP*."_.,*»,»*  J^P-£iiiU 

3&0  Awtawail..  l.iemfli- li.d.p.nd.i.i  I.1Q.11 

Chip  T.I.I 

I.     R.ll  Ti..t..n.li.« 

370  R.il,...  1.II1,  l.«<»».i«,  a.d  .1.lp»«.l 

390>..T,M  ,..,  

410  Pi...~a..  i.ii 

^^.camajU.. ___ 

440  ,i~,..i  i.ll-.r.  ..4  i.pi4  ir... Ii  i,n»»i 

t— ~  Cg.  T...F 

9.    fJi  S».p»«i.i!i»a  a.d  w.iii..  6^vi?~..i 

*  U.  1.4. .  Ca»U«  Mat  All.,  —I,. 


r.OT  AOLLID 


iBj.VEi 

110  ,Y& 


g.53.9- 

9'iO 


gS0.7''5 


ho, 993 


q.sso 


gU.790 


130,1.38 


155.^0 


.a.371* 


COLO  AOLL10 


6,012 

9,599 

3L221_ 


lfYf.5 


■  ■:ii.v.:. 


■7l?7T^ 


.;■?,$■•<} 


17. 3VT 


103.378 


120.  Y--^ 


TTojn 


g.^05 


.it2_ 


.  m . 


..l.^'L 


"B08" 


^•iro- 


3HiLL 


1.101 
U,»31 


~08o 


_-■.--:.. 


It6.gg7 


353 


»•.•,'.'': 


»3.1W 


2P7,130 


...,.,.  ■ : 


g28,U9B 


LQ 


■il9.3-;P 


IO.V'3 

:•.■:-' 


_Ul£2. 


1,    '■<! 


JuSl3_ 


g 


T^o 


.  (I.  JMmi-IMTS 
TO    -I-OI.I  OP 

mi  iHousmr 

POI  COMVf  HilOtt 

01  aciALi 


1^201j339 


_1.0>37,S79 
2j?0OIF 


95BX3]r 


j33f).iiWi 


3,^,^ 


Teia.M.T 


1,605 


7.70^ 


J2455_ 


623. 


i7i,a.3 


g.5^0 


lflT.9". 


V;/,i;': 


136 


"717 


ij|I_ 


"•? 


•>.'y'.7O0 
3//.1  ,l"0^ 


n,r,1,'.'il:'~[ 


v?r?7^ 


Wl.813 


1,  lr>0,  ■,'») 


1.226,271 
_.29MI3 


1.190,337 


1O.M7.09; 


13 


,iV<,'iS3 


it9.jSii 


729 .711* 


^i 


1-5 


1.6 


TyT 

1.6 


Ji.fi 


17X 


1.0 


0.6 


i.9'j.6'io7 


TX 


0.6 


i.flw,i*3QT~       2.5 


l.lrt.,633 
""g.y9.Vi'i 


io.o';o,6iir 


Iflli,526 


litSAyr 


1.120,859 
U69,3fll 


J° 


1.33S, iff 


■J.33C-.Y70 


_^5_ 


— H- 


13-3 


Q-5 


0-7 


"oTT 


T7T 


Jiiii^SO, 

226, SSU 


"X3184.07T 


_5J_ 


1U.8 


0-3 


617, 2UU 

1,"706,9'>7 

35,1R7 

iT?,?^ 

30. o77 


0.8 


J4- 


•m.6581 


J^_ 


0-9 


P.M.  H..I..4  |/l/4» 


(C..II...4  •*  .k..i  S-A) 


IS 


P.«,J»,.I.«J     1/I/4J 


76 


LITERATURE  CITES 
A.  BOOKS 


Allen,  R.  G.  D.  Statistics  for  Economists .  Hutchinson's  University  Library, 
Hutchinson  House,  London  W.  1  New  York,  19U9* 

Bassie,  Lewis  V.  Economic  Forecasting.  New  York,  Toronto,  London,  McGraw 
Hill  Book  Company,  Inc.  1956. 

Bratt,  Elmer  C.  Business  Forecasting.  New  York,  Toronto,  London,  McGraw 
Hill  Book  Company,  Inc.  19^BT" 

Bryant,  Edward  C.  Statistical  Analysis.  New  York,  Toronto,  London,  McGraw 
Hill  Book  Company,  Inc.  I960. 

Dewey,  Edward  R. ,  and  Edwin  F.  Dakin.  Cycles,  the  Science  of  Prediction. 
New  York,  Henry  Holt  and  Company.  19il7. 

Eiteman,  Wilfred  J.  Business  Forecast.  Ann  Arbor,  Michigan,  Masterco 
Press.  19$U. 

Hardy,  Charles  0.,  and  Cox  V.  Garfield.  Forecasting  Business .condition. 
New  York,  The  MacMillan  Company,  1927. 

Hartley,  Phillip  B.  Short  Range  Forecasting.  Center  for  Research  in 
Business.  (The  University  of  Kansas,  Lawrence,  Kansas.  1962. 

Henry,  Broude  W.  Steel  Decisions  and  the  National  Economy.  New  Haven, 
and  London,  Yale  University  Press.  1963* 

Lee,  Maurice  W.  Economic  Fluctations.  Homewood',  Illinois,  Richard  D. 
Irwin,  Inc.  1955. 

Lewis, John  P.  Business  Condition  Analysis.  New  York,  Toronto,  London, 
McGraw  Hill  3ook  Company,  Inc.  1959. 

Mais el,  Sherman  J.  Fluctations,  Growth,  and  Forecasting.  New  York:  John 
Wiley  &  Sons,  Inc.  London:  Chapman  and  Hall  Ltd.  1957.  Frand  D. 
Newbarry,  New  York,  Toronto,  London,  McGraw  Hill  Book  Company, 
Inc.  1952. 

National  Bureau  of  Economic  Research,  Short  Term  Economic  Forecasting. 
Princeton:  Princeton  University  Press.  193&T- 

Prochnow,  Herbert  V.  Determining  the  Business  Outlook.  Harper  & 
Brothers,  New  York:  N.  Y.  19514. 

Silk,  Leonard  S.  Forecsting  Business  Trends.  New  York,  Toronto,  London, 
McGraw  Hill  Book  Company,  Inc.  1963.  (Paperback  edition) . 


77 
B.  ARTICLES  AND  PERIODICALS 

"A  New  Steel  Industry  By  1975."  Steel.  September,  1961*,  155:11. 

"Another  Billion  Year."  Railway  Age.  October  1961* ,  157:11*. 

"Another  Record  Construction  Year."  Steel.  September  1961* ,  155:11. 

"Big  Steel  Wants  a  Bigger  Share."  Fortune .  January  1965,  71:1. 

"Business  Outlook  for  1963."-  A  Note  on  Forecasting.  Journal  of  Business. 
Chicago:  University  of  Chicago  Press.  January  1963,  36:1. 

"Business  Outlook."  Business  Week.  December  I96I4,  No.  181*1. 

"Business  Round  Up."  Fortune.  January  1965,  71:1. 

"Capital  Outlays  for  New  Plant  and  Employment  in  1965  May  be  Larger  than 
Predicted."  Business  Week.  December  1961*,  No.  181*1. 

"Construction  the  Prospects  for  860  Million."  Business  Week.  June  I96I4, 
No.  1816. 

"Economy's  Strength  has  Broad  Base."  Iron  Age.  January  1965,  199:1. 

"Forecasting  Sales  and  Production  Volumes."  Financial  Executive.  April 
1961*,  32: 1*. 

Harriman,  John  W.  "Economic  Outlook-1965."  Exchange.  January  1965,  26:1. 

"Metal  Working  Facts  and  Figures."  Steel.  March  1961*,  l51*:13. 

"Housing  Turn  a  Corner."  Business  Week.  December  1961*,  No.  181*2. 

"Record  $20  Million  Worth  of  Contracts  in  Nine  Months."  Engineering  News 
Record.  November  1961*,  173:22. 

"RPI  Members  get  Crystal  Ball  View  of  1965?"  Railway  Age  Weekly.  November 
1961*.  157:20. 

"Set  for  a  ?ifth  Fat  Year."  Business  Week.  January  1965,  No.  181*1*. 

"Steel's  Forecast  for  1965."  Steel.  January  1965,  156:1. 

"Steel's  Resurgence:  Good  Newa  to  Users."  Steel.  April  1961*,  l51*:ll*. 

"What  Metal  Working  Executives  Expect  in  1965."  Steel.  November  1961*. 

C.  PUBLIC  DOCUMENTS 

U.S.  Bureau  of  Budget,  Supplement  to  Economic  Indicators.  Prepared  by  the 
joint  Economic  Committee  by  the  Comittee  Staff  and  the  Office  of 
Statistical  Standards,  U.  S.  Government  Printing  Office,  Washington 
1961*. 


U.  S.  Bureau  of  Census,  Business  Cycle  Development.  Washington:  U.  S. 

Government  Printing  Office,  Division  of  Public  documents,  Ccotber 
196J4. 

U.  S.  Bureau  of  Labor  Statistics,  Monthly  Labor  Review.  Washington:  U.  S. 
Government  Printing  Office,  Division  of  Public  Documents,  Ocotber 
1961i,  87:10. 

U.  S.  Office  of  Business  Economics,  Survey  of  Current  Business.  Washington: 
U.  S.  Government  Printing  Office,  Division  of  Public  documents. 

D.  OTHER  PUBLICATIONS. 

American  Management  Association,  Sales  Forecasting,  Special  Report  No.  16. 
A.M. A.,  Inc.  New  York:  l5l5~3roadway  36. 

American  Management  Association,  Materials  and  Methods  of  Sales  Forecasting, 
Special  Report  No.  27.  A.H.A.,  Inc.  New  York:  1515  Broadway  36. 

American  Iron  and  Steel  Institute,  ASS-16  Shipment  of  Steel  Products  by 

Market  Classifications.  New  York:  AI  and  SI  \5k   East  k2   Street,  N.  Y. 
17. 

Colm,  Gerhard  and  Carol  S.  Carson.  Economic  Outlook  for  1965.  Center  for 
Economic  Projections.  National  Planning  Association,  Joint  Report 
No.  6I4-C.  Washington:  1606  New  Hampshire  Avenue,  October  1961j. 

Ferber,  Robert.  The  Railroad  Shipper  Forecast.  University  of  Illinois 

Bulletin,  Bureau  of  Economic  and  Business  Research,  University  of 
Illinois,  Urbana,  1953. 

Ridton,  Harold.  The  Economy  in  1962  and  Outlook  for  Steel.  National 

Association  of  Sheet  Metal  Distributors.  Pittsburgh,  Pennsylvania, 
April  1962. 


79 


ACKNOWLEDGMENTS 

The  author  wishes  to  acknowledge  his  deep  sense  of  appreciation 
to  Dr.  Edgar  S.  Bagley  for  his  continued  guidance,  to  Dr.  George 
Montgomery  and  Dr.  John  A.  Kordin  for  their  critical  coTnr.ents  and 
valuable  suggestions  during  the  course  of  the  preparation  of  this 
renort. 


ECONOMIC  OUTLOOK  FOR  THE  U.S.  STEEL 
INDUSTRY  FOR  THE  YEAR  196£ 


by 


VASANT  K.  BHATNAGER 


B.  A.,  Allahabad  University,  Allahabad,  195? 
M.  A.,  Rajasthan  University,  Jaipur,  1961 


AN  ABSTRACT  OF  A  MASTER'S  REPORT 

submitted  in  partial  fulfillment  of  the 

requirements  for  the  degree 
MASTER  OF  ARTS 

Department  of  Economics 


KANSAS  STATS  UNIVERSITY 
Manhattan,  Kansas 


1965 


The  purpose  of  this  report  is  to  forecast  the  output  of  the  U.S. 
steel  industry  for  the  year  1965. 

Economic  forecasts  are  made  in  order  to  predict  the  future  economic 
conditions  of  a  country,  industry,  or  a  firm.  Such  forecasts  help  to  pro- 
vide for  better  planning  and  control  in  a  business  organization. 

In  making  this  forecast  the  following  steps  were  used. 

1.  Making  assumptions  about  certain  political  and  international 

factors . 

2.  Forecasting  the  1965  outlook  for  (a)  general  economic  condi- 
tions (b)  steel  consuming  industries. 

3.  Utilizing  the  forecasts  in  (2)  above,  forecasting  output  in  the 

steel  industry. 

The  assumptions  were: 

1.  There  will  not  be  any  major  wars. 

2.  There  will  not  be  any  prolonged  strike. 

3.  There  will  not  be  any  significant  changes  in  the  consumer  behavior. 
In  forecasting  general  economic  conditions  total  economic  activity 

was  divided  into  various  components  and  aspects,  including  disposable 
income,  personal  consumption,  personal  savings,  industrial  production, 
consumer  prices,  inventory  developments,  residential  construction,  exports, 
federal,  state  and  local  spending,  wage  and  interest  developments  and  each 
component  was  analyzed.  The  National  Bureau  of  Economic  Research  Lead-lag 
technique  was  used  in  forecasting  general  economic  conditions. 

In  forecasting  output  in  steel  consuming  industries  the  following 
industries  were  emphasized:  construction,  automobile,  plant  and  equipment, 
and  rail  transportation.  The  methods  were  (l)  extrapolation  of  trends 


computed  by  linear  regression  equations  based  on  the  19$0-6h   period  and 
(2)  forecasts  made  by  other  economists. 

In  forecasting  output  in  steel  industry  trends  from  1950-6lj  were 
computed  by  a  linear  regression  equation.  Also  the  results  of  the  analysis 
of  the  economy  as  a  whole  and  of  the  steel  consuming  industries  were  in- 
corporated in  the  forecast  for  the  steel  industry  itself. 

The  steel  industry  had  a  prosperous  year  in  I96I4.  The  production  of 
steel  was  127  million  tons,  a  new  record.  Due  to  the  fear  of  a  strike  in 
the  steel  industry,  the  first  half  of  1965  is  going  to  be  characterized  by 
high  production.  But  in  the  second  half  of  1965  steel  production  will 
decrease  from  the  first  half-year's  rate. 

It  is  predicted  that  steel  production  in  1965  will  be  118-120 
million  tons. 


